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SOUTHWEST GRS (ORPORATION

June 6, 2002

Docket Control

-Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007-2996

Re: Application for Approval of Acquisition Plan
and, if Appropriate, Waiver of Selected
Provisions of the Affiliate Rules

Southwest Gas Corporation (Southwest) herewith submits for filing an original
and ten copies of the above-referenced Application. Certain portions of the
Appendix to the Application deemed to be confidential have been redacted.
Unredacted copies are being provided to Arizona Corporation Commission
Regulatory Operations Staff and the Residential Utility Consumer’s Office.

Very truly yours,

Webe §. Yoerbon

Debra S. Jacobson
Director/Government and State Regulatory Affairs

Enclosures

Administrative Offices: 10851 North Black Canyon Highway / Phoenix, Arizona 85029 / (602) 861-1999
P.O. Box 52075 / Phoenix, Arizona 85072-2075
PSRRI




Chairman William A. Mundell
Commissioner Jim Irvin
Commissioner Marc Spitzer
June 6, 2002
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4, Southwest and Xcel have executed a stock purchase agreement
(“Stock Purchase Agreement”) by the terms of which, inter alia, Southwest has
agreed to purchase and Xcel has agreed to sell the Shares. The Appendix to
this Application is a copy of the Stock Purchase Agreement.

Components of the Acquisition Plan

5. Southwest's acquisition of the Shares requires Commission
permission pursuant to A.R.S. § 40-285.D, which provides as follows:

D. A public service corporation shall not purchase,
acquire, take or hold any part of the capital stock of any other
public service corporation organized or existing under the laws of
this state without a permit from the commission.

- 6. Southwest’s acquisition of the Shares may constitute the
utilization of “utility funds to form a subsidiary” within the contemplation of
A.A.C. R14-2-804.B.3 and, accordingly, either Commission prior approval or
waiver may be required.

7. Southwest's acquisition of the Shares may constitute the
organization of a Holding Company within the contemplation of A..A.C. R-14-3-
803 and, for that reason, either Commission approval or waiver may be
required.

8. Under the Acquisition Plan, Southwest intends to own the Shares
for a limited period of time {i.e., no more than twelve (12) months subsequent
to consummation of the Stock Purchase Agreement] prior to having all of the
assets of Black Mountain transferred to Southwest and dissolving Black
Mountain; accordingly, Commission approval is required to have the assets of
Black Mountain transferred to Southwest by virtue of A.R.S. § 40-285.A and
Commission approval or waiver may be required by virtue of A A.C. R14-3-
804.B.3 for the reason that the dissolution may constitute the divestiture of an
“established subsidiary.”




Chairman William A. Mundell
Commissioner Jim Irvin
Commissioner Marc Spitzer
June 6, 2002

Page 4

Propane Facilities

15.  In addition to the facilities utilized by Black Mountain to provide
propane service as a Public Service Corporation, Black Mountain owns and
operates facilities to provide a propane service which is not subject to
Commission jurisdiction.  Specifically, the facilities are the trucks and
appurtenant facilities utilized to deliver propane other than through pipeline
facilities. It is Southwest's intention to dispose of all of the propane facilities,

- both the Commission-jurisdictional facilities as well as the non-utility facilities,

~-as soon as practicable post-consummation and no later than twelve (12) -
months following consummation of the Stock Purchase Agreement. As
contemplated by A.R.S. § 40-285.A, Southwest intends to seek, by separate
application, Commission approval of any transfer of Commission-jurisdictional
facilities.

Commission Approval of the Acquisition Plan

16.  Within the contemplation of A.R.S. § 40-285.D and § 40-285.A,
respectively, the Commission is requested to permit Southwest to acquire the
Shares and to authorize the subsequent [i.e., within twelve (12) months
following consummation of the Stock Purchase Agreement] transfer of Black
Mountain’s assets to Southwest including, inter alia, the certificates of public
convenience and necessity granted to Black Mountain by the Commission.

17. "Within the contemplation of A.A.C. R14-2-804.B.3, to the extent
required, the Commission is requested to approve Southwest’s acquisition of
the Shares and the subsequent [i.e., within twelve (12) months following
consummation of the Stock Purchase Agreement] dissolution of Black
Mountain,

18.  Within the contemplation of A.A.C. R14-2-803, to the extent
required, the Commission is requested to approve the organization of a Holding
Company for the limited purpose set forth in the Acquisition Plan.
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Xcel Energy

John Reiber

Black Mountain Gas Company

P.O. Box 427

Cave Creek, AZ 85327

Tel: 480-488-3402 x213

Fax: 480-488-1678

E-mail: john.reiber@xcelenergy.com

- Timothy Berg

Theresa Dwyer
Fennemore Craig, P.C.
3003 North Central Avenue
Suite 2600

Phoenix, AZ 85012

Tel: 602-916-5421

Fax: 602-916-5621

E-mail: tberg@fclaw.com
tdwyer@fclaw.com

Conclusion

For all of the foregoing reasons, the Commission is urged to conclude
that approval of the implementation of the Acquisition Plan, with or without
the requested waiver, (1) would not impair the financial status of Southwest,
(2) would not otherwise prevent Southwest from attracting capital at fair and
reasonable terms and (3) would not impair the ability of Southwest to provide
safe, reasonable and adequate service.
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STOCK PURCHASE AGREEMENT

This STOCK PURCHASE AGREEMENT ("Agreement"), made as of the 24™ day of
May, 2002, is between XCEL ENERGY INC., a Minnesota corporation ("Xcel Energy" or
"Seller"), and SOUTHWEST GAS CORPORATION, a California corporation ("Buyer").

WHEREAS, Black Mountain Gas Company, a Minnesota corporation ("Black
Mountain"), owns and operates facilities to provide natural gas to consumers in Arizona and
propane to consumers primarily in Arizona;

WHEREAS, Xcel Energy owns 100% of all the outstanding capital stock in Black
Mountain (the "Shares"); and

WHEREAS, Xcel Energy desires to sell and Buyer desires to purchase all of the Shares.

NOW, THEREFORE, Xcel Energy and Buyer, in consideration of the mutual promises
set forth in this Agreement, state, promise, and agree as follows:

ARTICLE 1
DEFINITIONS

As used in this Agreement, the following definitions shall apply:
"ACC" means the Arizona Corporation Commission.

"Agreement” means this Agreement by and between Seller and Buyer, as amended or
supplemented, together with all Exhibits and Schedules incorporated by reference or referred to
herein.

"Bond Sinking Fund" means the funds reserved on the balance sheet of Black Mountain
as of the date of Closing for payments on the IDRBs which funds will be transferred to Xcel
Energy prior to Closing.

"Closing" shall have the meaning as defined in Section 11.1 of this Agreement.
"Closing Date" means the date and time of Closing.
"Code" means the Internal Revenue Code of 1986, as amended.

"Confidentiality Agreement" means the Confidential Nondisclosure Agreement, dated
September 10, 2001 among Seller, Black Mountain and Buyer.

“Determination of Taxability” means a determination by the Internal Revenue Service or
by a court of competent jurisdiction in the United States that, as a result of the Buyer’s purchase
of Black Mountain’s stock and subsequent operation of Black Mountain’s existing gas facilities
as an integral part of Buyer’s existing gas operations in Arizona or the retirement, redemption or
‘defeasance of the IDRBs, the interest payable on the IDRBs is includable for federal income tax
purposes in the gross income of the owners thereof (other than an owner who is a “substantial
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user” of the facilities financed thereby or a “related person” thereto within the meaning of
Section 147(a) of the Internal Revenue Code).

"Employee Benefit Plans" means all employee benefit plans (as defined in Section 3(3)
of ERISA, including, without limitation, any employee pension benefit plan as defined in Section
3(2) of ERISA, and any employee welfare benefit plan as defined in Section 3(1) of ERISA)
maintained or contributed to by Xcel Energy or Black Mountain in which the Employees are
eligible to participate.

"Employee Programs" means, other than Employee Benefit Plans, all of Xcel Energy's or
Black Mountain's payroll practices, personnel policies, contracts, plans, and arrangements, if
any, providing for bonuses, deferred compensation, retirement payments, profit sharing,
incentive pay, commissions, vacation pay, or other benefits in which any Employees or their
spouses and dependents participate, and all employment, severance, or other agreements with
any director of Black Mountain or any Employee.

"Employees" means employees of Black Mountain immediately prior to the Closing.

"Encumbrance" means any mortgages, security interests, pledges, liens, charges, claims
and encumbrances, including any leases, conditional sale, or other title retention agreements,
easements, limitations, commitments, encroachments, restrictions, or encumbrances of any kind
or nature whatsoever.

"Environmental Law" means the federal Clean Water Act, the Resource Conservation
and Recovery Act, the Comprehensive Environmental Response, Compensation and Liability
Act, the Superfund Amendment and Reauthorization Act, the Safe Drinking Water Act, and the
Toxic Substances Control Act, each as amended to the date hereof or any regulations thereunder,
or any other applicable law relating to (a) the discharge, spill, disposal, emission, or other release
of any Hazardous Substance; (b) any injury to or death of individuals or damage to or loss of
property caused by or resulting from the presence of Hazardous Substances; or (c) the
generation, storage, handling, location, disposal, or arranging for disposal of Hazardous
Substances.

"ERISA" means the Employee Retirement Income Security Act of 1974, as amended.

"ERISA Affiliate" means any corporation or trade or business (whether or not
incorporated) under common control or treated as a single employer with Xcel Energy or Black
Mountain within the meaning of Section 414(b), (¢), (m) or (0) of the Code.

"Filings" means all reports, returns, registrations, statements, or applications together
with any amendments required to be made with respect thereto, that were required to be filed
with any Governmental Entity, including taxing authorities, except where the failure to file such
reports, returns, registrations, applications, and statements has not had and is not reasonably
expected to have a Material Adverse Effect on Black Mountain.

"Governmental Entity" means any court, administrative agency or commission, or other
governmental authority or instrumentality, including, without limitation, IRS, SEC and ACC.
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"Hazardous Substances" means (a) substances that are defined or listed in, or otherwise
classified pursuant to, any Applicable Laws as "hazardous substances," "hazardous materials, "
"hazardous wastes, " "toxic substances," or any other formulation intended to define, list, or
classify substances by reason of deleterious properties such as ignitability, corrosivity, reactivity,
carcinogenicity, reproductive toxicity, or "EP Toxicity"; (b) oil petroleum or petroleum derived
substances and drilling fluids, produced waters, and other wastes associated with the exploration,
development, or production of crude oil, natural gas, or geothermal resources; (c) any flammable
substances or explosives, any radioactive materials, any hazardous wastes or substances, any
toxic wastes or substances, or any other materials or pollutants which pose a hazard to any
property of Black Mountain or to Persons on or about such property; and (d) asbestos, other than
non-friable asbestos, and electrical equipment which contains any oil or dielectric fluid
containing levels of polychlorinated biphenyls in excess of 50 parts per million.

"IDRBs" means Industrial Development Revenue Bonds issued by a Governmental
Entity for the benefit of Black Mountain.

"IRS" means the Internal Revenue Service.

"Material Adverse Effect" are those that would have an adverse impact on the financial
condition of Black Mountain exceeding Three Hundred Thousand Dollars ($300,000).

"Permitted Encumbrances" means all Encumbrances that are:

(a) for Taxes or assessments, special or otherwise, either not due and payable
or being contested in good faith and fully accrued or adequately provided for;

(b)  representing mechanics', materialmen’s, carriers', warechousemen's,
landlords' and other similar or statutory liens arising in the ordinary course of business
and fully accrued or adequately provided for; or

(©) rights of parties lawfully in possession and any other defect, exception to
title, or easement or claim of easement which in all cases does not materially impair the
use, operation, or value of the property to which it relates.

"Person” means any individual, corporation, company, partnership (limited or general),
joint venture, association, limited liability company, trust, or other entity.

"Records" means all records and original documents which pertain to and are utilized by
Xcel Energy or Black Mountain to administer, reflect, monitor, evidence, or record information
respecting Black Mountain or the conduct of Black Mountain including all such records and
documents maintained on electronic or magnetic media.

"Required Regulatory Approvals" means all approvals or consents of or Filings with any
Governmental Entity required in order to consummate the transaction contemplated by this
Agreement, all of which are listed on Schedules 4.3 and 5.3.

"SEC" means the United States Securities and Exchange Commission.
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"Taxes" means all federal, provincial, territorial, state, municipal, local, foreign, or other
taxes, imposts, rates, levies, assessments, and other charges including, without limitation, all
income, franchise gains, capital, real property, goods and services, transfer, value added, gross
receipts, windfall profits, severance, ad valorem, personal property, production, sales, use,
license, stamp, documentary stamp, recording, excise, employment, payroll, social security,
unemployment, disability, estimated or withholding taxes, and all customs and import duties,
together with any interest, additions, fines, or penalties with respect thereto or in respect of any
failure to comply with any requirement regarding Tax Returns and any interest in respect of such
additions, fines, or penalties.

"Tax Returns" means any return, report, information statements, schedule, or other
document (including any related or supporting information) with respect to Taxes, including any
document required to be retained or provided to any Governmental Entity.

"Transitioning Employees" for the purposes of this Agreement is defined in paragraph
Section 8.4 and described in Sections 8.4 through 8.6

ARTICLE 2
SALE OF BLACK MOUNTAIN

‘Subject to the terms and conditions of this Agreement, at Closing, Seller shall sell,
transfer, and deliver the Shares of Black Mountain to Buyer, and Buyer shall purchase and
accept from Seller, all such Shares.

ARTICLE 3
PURCHASE PRICE

Section 3.1  Purchase Price. The purchase price for all of the Shares shall be Eighteen
Million Seven Hundred Thousand Dollars ($18,700,000). In addition to the purchase price,
Buyer will pay an amount equal to the principal amount of the IDRBs outstanding at closing, and
the principal amount of IDRBs retired, redeemed, or defeased prior to or concurrent with closing,
(net of the Bond Sinking Fund) and the principal amount of Seller's outstanding inter-company
debt with Black Mountain at Closing; provided, however; that such amount shall not exceed Six
Million Five Hundred Thousand Dollars ($6,500,000) without the express written consent of
Buyer. If said consent is given by Buyer at or prior to Closing, it shall be considered an
amendment to this Section 3.1.

Section 3.2 Sales, Transfer, and Other Taxes. Any sales, transfer, purchase, use, real
estate excise or similar Taxes which may be payable by reason of the sale, transfer, or
conveyance of Black Mountain shall be borne by Buyer.

ARTICLE 4
REPRESENTATIONS AND WARRANTIES OF XCEL ENERGY

Xcel Energy represents and warrants to Buyer as follows:

Section 4.1  Corporate Existence and Powers of Xcel Energy. Seller is a corporation
duly incorporated and validly existing under the laws of Minnesota. Black Mountain is a




corporation duly incorporated and validly existing under the laws of Minnesota and is duly
qualified to do business in all other states in which its operations require it to be qualified.
Seller has all requisite power and authority to own Black Mountain and Black Mountain has the
requisite power and authority to conduct its business in Arizona as now conducted.

Section4.2  Authority. Seller has all requisite corporate power and authority to
execute and deliver this Agreement and to consummate the transaction contemplated by this
Agreement. The execution and delivery of this Agreement by Seller has been duly and validly
authorized and, subject to execution and delivery of this Agreement by Buyer and receipt of
Seller’s Required Regulatory Approvals and Buyer’s Required Regulatory Approvals,
collectively referred to as the "Required Regulatory Approvals", constitutes a valid and binding
obligation of Seller enforceable in accordance with its terms except as the same may be limited
by applicable bankruptcy, insolvency, reorganization, moratorium, or similar laws affecting the
rights of creditors generally, or by general equitable principles.

Section 4.3  Required Regulatory Approvals and Filings. Except for the Required
Regulatory Approvals listed on Schedules 4.3 and 5.3, no consent, approval, action, or filing
with or notice to any Governmental Entity on the part of Xcel Energy or Black Mountain is
required in connection with the execution, delivery, and performance of this Agreement or the
consummation of the transaction contemplated hereby.

Section4.4  No Conflicts. Assuming the redemption, retirement or defeasance of the
IDRBs as required by Section 6.4 hereof, and subject to receipt of the Required Regulatory
Approvals, the execution and delivery of this Agreement and the consummation of the
transaction contemplated hereby will not violate any law or regulation applicable to Xcel Energy
or Black Mountain, or violate, conflict with, or result in breach of any provision of, or constitute
a default under, or result in the termination of any provision of Xcel Energy's or Black
Mountain's organizational documents, or any note, bond, mortgage, indenture, deed of trust,
contract, lease or other instrument, obligation, or agreement of any kind to which Xcel Energy or
Black Mountain is now a party which violation, conflict, breach or default would have a Material
Adverse Effect; provided that the foregoing shall not apply to the loss of tax exempt status of the
IDRBs or any violation of, conflict with, breach of or default or termination with respect to, any
representations, warranties or covenants relating thereto, the sole remedy for which shall be the
indemnity provided by Xcel Energy pursuant to Section 6.4.

Section 4.5  Financial Statements of Black Mountain. The financial statements and
financial information provided to Buyer by Seller regarding Black Mountain, including the
information set forth in Schedule 4.5, were prepared by Black Mountain, which Records are
‘maintained by Xcel Energy and Black Mountain in accordance with generally accepted
accounting principles consistently applied. The financial information set forth in Schedule 4.5 is
a fair and complete representation of the assets and liabilities of Black Mountain as of December
31, 2001.

Section 4.6  Undisclosed Liabilities. Except as disclosed in Schedule 4.6, Seller and
Black Mountain have no material liabilities, debts, or obligations, fixed, accrued, contingent, or
otherwise, relating to Black Mountain other than (a) current liabilities incurred in the ordinary
course of business; (b) accounts payable incurred in the ordinary course of business; (c)




obligations to be performed under existing contracts and permits; and (d) the IDRBs and inter-
company debt identified in Section 3.1 of this Agreement.

Section 4.7  Title to Real and Personal Property. Except for Permitted Encumbrances
and as set forth in Schedule 4.7, Seller and/or Black Mountain has good and marketable title to
the assets of Black Mountain free and clear of all Encumbrances. Neither Seller nor Black
Mountain has received notice of any pending or threatened condemnation proceeding against the
real property identified in Schedule 4.7, and no such proceedings are pending or, to the
knowledge of Seller after reasonable inquiry, threatened.

Section 4.8  Property Used. With the exception of the leased vehicles and equipment
referenced in Section 6.7 of this Agreement and as otherwise specified in this Agreement, all of
the property that is primarily dedicated to or used by Black Mountain is included in the assets as
reflected in the financial statements set forth in Schedule 4.5. Except for rights arising under
existing contracts as of December 31, 2001, the assets and leased vehicles and equipment
constitute all of the property necessary for the conduct of Black Mountain's operations as
currently conducted. All of the material items of tangible personal property included in the assets
and the leased vehicles and equipment referenced in Section 6.7 are in good operating condition
and repair, subject to normal wear and tear.

Section 4.9  Construction of Facilities. Except as set forth in Schedule 4.9, all of the
facilities owned and operated by Black Mountain to provide natural gas and propane to
consumers were at the time of installation, constructed and operated in compliance with all
applicable provisions of safety-related rules promulgated by the United States Department of
Transportation and the ACC and in conformity with all applicable industry construction and
installation standards.

Section 4.10 Contracts and Commitments. As applicable to Black Mountain, and
except as identified in Schedule 4.10, neither Xcel Energy nor Black Mountain is a party to or
bound by any oral or written (a) express contract for personal services or employment that is not
terminable by Xcel Energy or Black Mountain on 60 days or less notice without liability or
expense, or (b) contract not made in the ordinary course of business. Further, except as specified
in each contract identified in Schedule 4.10, Xcel Energy and Black Mountain has in all material
respects performed or are performing all obligations required to be performed by each of them,
and neither Xcel Energy nor Black Mountain nor any other party thereto of which Xcel Energy
or Black Mountain had notice in writing, is in default in any material respect under any such
contract.

Section4.11 Employees of Black Mountain. Except for the individuals listed on
Schedule 4.11, as of the date hereof there are no other employees of Black Mountain.

Section 4.12 Employees and Employee Benefit Plans.

(a)  All reasonably anticipated obligations of Xcel Energy and Black Mountain
applicable to the Employees, whether arising by operation of law, by contract, by past
custom, or otherwise for Employee Programs with respect to the services rendered by any




of them through the date hereof have been paid or will be settled by Xcel Energy, without
cost to Buyer.

(b)  With respect to the Employees, Xcel Energy has listed on Schedule
4.12(b) all Employee Benefit Plans and Employee Programs providing benefits or
compensation to the Employees, as in effect as of the date hereof.

(©) All accrued obligations of Xcel Energy and Black Mountain to
Employees, whether arising by operation of law, by contract, by past custom or practice,
or otherwise, for payments by Xcel Energy or Black Mountain to trusts or other funds or
to any governmental agency, with respect to Employee Benefit Plans, Employee
Programs, or any other benefits for such employees with respect to their employment,
through the date hereof, have been paid or adequate accruals therefor have been made on
the Records of Xcel Energy and Black Mountain.

@ Except as disclosed in Schedule 4.12(b), neither Xcel Energy or Black
Mountain, maintains or has any obligation to contribute to, or has in effect or has
committed to adopt, any pension plan or any welfare plan in which any Employee
participates. Further, none of the Employees participate in any "multi-employer pension
plan" within the meaning of the Multi-employer Pension Plan Amendments Act of 1980,
as amended.

(e) The Employee Benefit Plans and Employee Programs available to
Employees conform in all material respects to all applicable laws, including the
applicable provisions of ERISA and the Code. All notices, reports, returns, applications,
and disclosures required by applicable law for such plans and programs have in all
material respects been timely made to the IRS, the U.S. Department of Labor, the Pension
Benefit Guaranty Corporation, any participants, any trustee, and any insurer.

® Xcel Energy, Black Mountain, and their ERISA Affiliates have made all
contributions required to have been made under all of the Employee Benefit Plans.

» (g)  No Employee Benefit Plans or any trusts created thereunder, nor to the
knowledge of Seller, after reasonable inquiry, any trustee or administrator thereof, has
engaged in a transaction which may subject any Employee Benefit Plans, any such trusts,
or any party dealing with such Employee Benefit Plans or any such trust, to the tax or
penalty on prohibited transactions imposed by Section 4975 of the Code or to a civil
penalty imposed by Section 502 of ERISA.

(h)  There are no material actions, claims, or lawsuits which have been
asserted or instituted against the Employee Benefit Plans with respect to any current or
former employees of Black Mountain other than routine claims for benefits, and to the
knowledge of Seller, after reasonable inquiry there are no facts which could form a
reasonable basis for such action, claim, or lawsuit, and to the knowledge of Seller, after
reasonable inquiry no such action, claim, or lawsuit has been threatened.




) Black Mountain has not agreed to indemnify any other party for any
liabilities or expenses which have been or may in the future be incurred by or asserted
against such other party with respect to any Employee Benefit Plans.

() Neither Xcel Energy, Black Mountain, nor any of their ERISA Affiliates
has any unpaid liability in respect of any Employee for any contributions and/or
premiums due under any Employee Benefit Plans or Employee Programs.

Section 4.13 Worker's Compensation. As applicable to Black Mountain, except as set
forth in Schedule 4.13, Xcel Energy is not in default of any requirements under any applicable
worker's compensation laws, and there are no pending or to the knowledge of Seller, after
reasonable inquiry, threatened worker's compensation claims against Xcel Energy or Black
Mountain or, to the knowledge of Seller, after reasonable inquiry any set of facts that would give
rise to such a claim. -

Section 4.14 Labor Matters. There have not been any work stoppages, strikes, or other
significant labor disputes at or pertaining to Black Mountain during the past three years and no
such work stoppage, strike, or labor dispute is to the knowledge of Seller, after reasonable
inquiry, threatened. Further, as to Employees, there are no pending or to the knowledge of
Seller, after reasonable inquiry, threatened administrative claims regarding unfair labor practices,
discrimination, or wages.

Section 4.15 Legal Proceedings. Except as described in Schedule 4.15, there are no
claims, actions, suits, inquiries, investigations or proceedings pending or to the knowledge of
Seller, after reasonable inquiry, threatened relating to Black Mountain before any Governmental
Entity.

Section 4.16 Permits, Licenses, Tariffs, Certificates, and Franchises. Except for matters
listed on Schedule 4.16, Xcel Energy and Black Mountain have all material permits, licenses,
tariffs, certificates, franchises, and other governmental authorizations required to carry on Black
Mountain's business as presently conducted, and, assuming ongoing proper action by the other
party thereto or by the issuer thereof, all such permits, licenses, tariffs, certificates, franchises,
and governmental authorizations are valid and in effect.

Section 4.17 Compliance With Laws. As applicable to Black Mountain, Xcel Energy
and Black Mountain have been and are in material compliance with all laws, orders, rules, and
regulations applicable to the ownership of Black Mountain and the conduct of its business,
except (a) any past noncompliance that has been cured, and (b) any noncompliance that does not
interfere with Black Mountain as an ongoing business.

Section 4.18 Tax Matters. Xcel Energy and Black Mountain have duly filed with the
appropriate governmental authorities all Tax Returns and tax reports due and required to be filed
by Xcel Energy and Black Mountain with respect to Black Mountain, including all federal,
foreign, state, local profits, income, sales, use, occupation, license, franchise, excise, real and
personal property, employment, social security, withholding, employment insurance and other
Taxes and have paid or accrued for the payment of all such Taxes due as of the date hereof.




Section 4.19 Hazardous Substances. As applicable to Black Mountain, and except as
described on Schedule 4.19, (a) Black Mountain is in compliance, in all material respects, with
all terms and conditions of all material permits, licenses, and authorizations, as well as all other
limitations, restrictions, conditions, standards, prohibitions, requirements, obligations, schedules,
and time tables contained in or otherwise required by Environmental Laws; (b) there are no, and
Xcel Energy and Black Mountain have received no notice of and has no knowledge of, past or
present events, conditions, circumstances, activities, practices, incidents, or actions which may
interfere with or prevent compliance or continued compliance with any Environmental Law, or
otherwise give rise to any valid claim, action, demand, suit, proceeding, hearing, or investigation
based on or related to the manufacture, processing, distribution, use, treatment, storage, disposal,
transfer, or handling, or the emission, discharge, release or threatened release into the
environment of any Hazardous Substances by Xcel Energy and Black Mountain; and (c) there is
no civil, criminal, or administrative action, suit, demand, claim, hearing, notice, demand letter,

“notice of violation, investigation, or proceeding pending or to the knowledge of Seller, after

reasonable inquiry, threatened against Xcel Energy or Black Mountain relating in any way to any
Environmental Laws.

Section 4.20 Finders. Seller has not employed any finder or broker in connection with
the transaction contemplated by this Agreement, and it has taken no action which would give rise
to a valid claim for a brokerage commission, finder's fee, or other like payment against Buyer.

Section 4.21 No Material Adverse Effect. Since December 31, 2001 there has not been
(a) any material adverse change in the operating performance of Black Mountain or the
occurrence of any event, condition, or circumstance of any character which had or is reasonably
likely to have a Material Adverse Effect on Black Mountain's financial position, prospects,
operations, or business; (b) any damage or destruction not fully covered by insurance (less
applicable deductible provisions) materially and adversely affecting Black Mountain; (c) any
labor dispute that has an adverse effect on Black Mountain; or (d) any sale, lease, transfer,
exchange, or other disposition with respect to any of the assets, contracts, and permits, except in
the ordinary course of business.

Section 4.22 * Disclosures. No information furnished by or on behalf of Xcel Energy to
Buyer in this Agreement or any document referred to in this Agreement or any exhibit attached
to this Agreement, contains any untrue statement of material fact.

ARTICLE 5
REPRESENTATIONS AND WARRANTIES OF BUYER.

Buyer represents and warrants to Xcel Energy as follows:

Section 5.1  Existence and Powers of Buyer. Buyer is a California corporation in good
standing and duly qualified to do business in the state of Arizona.

Section 5.2 Authority. Buyer has all requisite power and authority to execute and
deliver this Agreement and to consummate the transaction contemplated by this Agreement. The
execution and delivery of this Agreement by Buyer has been duly and validly authorized and,
subject to execution and delivery of this Agreement by Xcel Energy and receipt of the Required




Regulatory Approvals, constitutes the valid and binding obligation of Buyer enforceable in
accordance with its terms except as the same may be limited by applicable bankruptcy,
insolvency, reorganization, moratorium, or similar laws affecting the rights of creditors
generally, or by general equitable principles.

Section 5.3  Governmental Approvals and Filings. Except for the Seller’s Required
Regulatory Approvals listed on Schedule 4.3, and Buyer’s Required Regulatory Approvals listed
on Schedule 5.3 no consent, approval, or action of, filing with, or notice to any Governmental
Entity on the part of Buyer is required in connection with the execution, delivery, and
performance of this Agreement or the consummation of the transaction contemplated hereby,
except where the failure to obtain any such consent, approval, or action, to make any such filing,
or to give any such notice could not reasonably be expected to create a Material Adverse Effect
as to Seller.

Section 5.4  No Conflicts. Subject to receipt of the Required Regulatory Approvals,
the execution and delivery of this Agreement and the consummation of the transaction
contemplated hereby will not violate any material law or regulation applicable to Buyer, or
violate, conflict with, or result in breach of or constitute a default under, or result in the
termination of any provision of Buyer's organizational documents, or any note, bond, mortgage,
indenture, deed of trust, contract, lease or other instrument, obligation, or agreement of any kind
to which Buyer is now a party or by which any of its stocks may be bound or affected.

Section 5.5  Finders. Buyer has not employed any finder or broker in connection with
the transaction contemplated by this Agreement, and it has taken no action which would give rise
to a valid claim for a brokerage commission, finder's fee, or other like payment against Xcel
Energy.

ARTICLE 6
COVENANTS OF XCEL ENERGY

Section 6.1  Conduct of Business. Except as otherwise required by law or by any
Governmental Entity, until Closing, Xcel Energy and Black Mountain shall own and operate
Black Mountain in accordance with past practices and shall not engage in material transactions
relating to Black Mountain out of the ordinary and usual course of business as previously
conducted. Without limiting the generality of the foregoing, Xcel Energy and Black Mountain
will use commercially reasonable efforts, to the extent the officers of Xcel Energy and Black
Mountain believe such action to be in the best interest of the operation of Black Mountain, to (a)
keep available (subject to dismissals, retirements and necessary replacements in the ordinary
course of business) the services of Employees of Black Mountain; (b) maintain salaries, bonuses,
and all other forms of compensation consistent with past practices; (¢) maintain the assets in
good working order and condition, ordinary wear and tear excepted; and (d) maintain the good
will of key customers, suppliers, and other Persons with whom Black Mountain otherwise has
significant business relationships in connection with the ownership and operation of Black
Mountain.

Section 6.2  Insurance. Until Closing, Xcel Energy and/or Black Mountain shall
continue to carry insurance currently in effect or in similar amounts related to the assets, insuring
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the assets against loss or damage by fire and other risks, and public liability, consistent with and
in accordance with past practices; provided, however, that Xcel Energy and/or Black Mountain

will not be required to renew insurance on similar terms if such renewal would require the
payment of insurance premiums in excess of 200% of the current premiums.

Section 6.3  Investigation by Buyer. Until Closing, Xcel Energy and Black Mountain
will (a) allow Buyer and its authorized representatives full access, upon reasonable prior notice,
during business hours, and consistent with the normal operation of Black Mountain, to the assets
and to Xcel Energy and Black Mountain's books, files and Records relating to Black Mountain,
and to such officers, Employees and agents of Xcel Energy and Black Mountain who have any
responsibility for the operation of Black Mountain; and (b) furnish Buyer such financial and
operating data and other information with respect to Black Mountain, as Buyer may reasonably
request, except to the extent that furnishing such information would violate any law, order, or
contractual obligation applicable to Xcel Energy or Black Mountain or by which any of its assets
is bound; provided that any information furnished hereunder will be subject to the
Confidentiality Agreement. To the extent any such Records are either (i) used in connection
with any of Seller's businesses other than Black Mountain or (ii) are subject to a confidentially
agreement or other restrictions limiting Seller's ability to disclose them, Seller may present photo
copies or other reproductions from which, in the case of Records referred to in clause (i),
information solely concerning any of Seller's businesses other than Black Mountain has been
deleted or in the case of Records referred to in clause (ii) all confidential information has been
redacted.

Section 6.4  Redemption of IDRBs. Seller shall take all steps necessary to preserve the
tax-exempt status of the IDRBs by retiring, redeeming or defeasing the IDRBs prior to or
concurrently with the Closing Date of this transaction. Any costs resulting from the retirement,
redemption or defeasance of the IDRBs, including any liability upon the occurrence of a
Determination of Taxability with respect to such bonds, shall be borne by Xcel Energy. Xcel
Energy shall have no liability to Black Mountain or Buyer resulting from the loss of entitlement
to deductions for interest expense in connection with the IDRBs for income tax purposes. Xcel
Energy shall have no liability to Black Mountain or Buyer relating to or arising out of bonds
other than the IDRBs, including industrial development revenue bonds of Buyer, which may
result from the retirement, redemption or defeasance of the IDRBs.

Section 6.5  Cooperation regarding Transitioning Employees. Before Closing, Seller
shall grant Buyer:

(@ Access to all Employees for purposes of interviewing; gathering
employment information; ascertaining experience, training and job interest; and for
extending offers of employment; and

(b)  Information requested by Buyer regarding Employee policies, procedures,
Employee Benefit Plans, Employee Programs, and nonconfidential personnel and benefit
Records;

(¢)  Reasonable requests to communicate with Employees regarding terms and
conditions of employment with Buyer; and




(d)  The right to have access to nonconfidential files and records pertaining to
Employees in a manner and at a location most convenient to enable Buyer to effectuate
the transfer of Employees.

Section 6.6  Employee Benefit Plans and Employee Programs. Before Closing, Black
Mountain and Xcel Energy shall perform such acts, execute such documents, and provide such
notices as are reasonably necessary to effectuate the termination of Employees' participation in
all Employee Benefit Plans and Employee Programs, with such termination to be effective
immediately prior to Closing. Any related costs shall be borne by Xcel Energy.

Section 6.7  Real and Personal Property and Vehicle and Equipment Leases. Except as
set forth on Schedule 6.7 hereto, prior to Closing, Seller shall transfer to Black Mountain (a)
good and marketable title to all assets dedicated to or necessary for Black Mountain’s operations,
not currently owned by Black Mountain and (b) the title to all vehicles and equipment currently
leased to Black Mountain by either Xcel Energy or any of Xcel Energy's affiliates or subsidiaries
shall be transferred to Black Mountain free and clear of all Encumbrances.

Section 6.8  Citizens' Agreement. Seller agrees that Black Mountain will formalize
Black Mountain's agreement with Citizens to continue to operate in the Greenehaven area of
Citizens' certificated service area and submit such agreement to the ACC for its approval prior to
Closing.

Section 6.9  Fulfillment of Conditions. Subject to the terms of this Agreement and
fiduciary obligations under applicable law, Xcel Energy shall do all such acts and things as
reasonably may be required to carry out Xcel Energy's obligations hereunder and to consummate
and complete this Agreement.

Section 6.10 Notification to Buyer of Changes. Xcel Energy or Black Mountain will
give Buyer prompt written notice of any event, condition, or fact that would cause any of its
representations and warranties in this Agreement to be untrue in any material respect or any

‘other event or condition of any kind known to Xcel Energy pertaining to and having a Material

Adverse Effect on the financial position, prospects, or operations of Black Mountain.

ARTICLE 7
COVENANTS OF BUYER; FULFILLMENT OF CONDITIONS

Section 7.1  Fulfillment of Conditions. Subject to the terms of this Agreement and
fiduciary obligations under applicable law, Buyer shall do all such acts and things as reasonably
may be required to carry out Buyer's obligations hereunder and to consummate and complete this
Agreement.

Section 7.2 Propane Operation. Buyer intends to pursue the sale of Black Mountain's
regulated and unregulated propane operations, and will so inform the ACC in securing Required
Regulatory Approvals. Buyer will not initiate or conclude any such sales activity prior to
Closing. Furthermore, Buyer shall not provide or otherwise disclose to any third party prior to
Closing any confidential information relating to such propane operations without the expressed
written consent of Xcel Energy or Black Mountain.
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Section 7.3  No Solicitation. Buyer covenants and agrees, except in accordance with

the terms of this Agreement, that Buyer shall not until the later of (i) the Closing, or (ii) two
years from the date hereof, directly or indirectly, solicit for employment or hire any employee of
Black Mountain or Xcel Energy with whom the Buyer had contact or who became known to
Buyer in connection with the consideration of the transactions related to this Agreement,
provided, however, that the foregoing provision shall not prevent the Buyer from employing any
such person who contacts the Buyer on his or her own initiative without any direct or indirect
solicitation by or encouragement from the Buyer or who contacted the Buyer in response to a
general advertisement.

ARTICLE 8
OTHER AGREEMENTS

Section 8.1  Regulatory Filings. Buyer and Seller shall cooperate and employ
commercially reasonable efforts to promptly prepare and file all necessary documentation to
obtain all necessary permits, consents, approvals, and authorizations from all Governmental
Entities necessary or advisable in order to consummate the transactions contemplated by this
Agreement. Each party shall have the right to review and approve in advance, with such
approvals not to be unreasonably withheld, all Governmental Entity filings to be made by the
other party in connection with the transactions contemplated by this Agreement.

Section 8.2  Financial and Business Records. Within 30 days of Closing, Seller shall
provide to Buyer all Records that relate to Black Mountain, including customer lists and billing
records, financial statements, subsidiary ledgers, tax records, personnel and payroll records of the
Employees, manuals, system maps, rights-of-way, property titles, qualifications and training
records, operation and maintenance records, engineering design plans, blue prints and as-built
plans, specifications procedures and similar items relating specifically to Black Mountain.
Further, Seller shall provide all information and affidavits sufficient to substantiate the Black
Mountain current pipeline maximum allowable operating pressures including material records,
pressure recording charts and pressure test records. To the extent any such Records are
susceptible to duplication and are either (i) used in connection with any of Seller's businesses
other than Black Mountain or (ii) are required by law to be retained by Seller, Seller may deliver
photo copies or other reproductions from which, in the case of Records referred to in clause (i),

. information solely concerning any of Seller's businesses other than Black Mountain has been

deleted.

Section 8.3  Employee Benefit Plans or Employee Programs. Nothing contained in
this Agreement shall be construed as an assumption of or covenant to assume any of the
obligations of Black Mountain or Xcel Energy for the Employee Benefit Plans and Employee
Programs. Employees shall no longer continue accruing further rights, interests, or entitlements
under such plans or programs after Closing.

Section 8.4  Employment by Buyer. Prior to Closing, Buyer shall extend conditional

offers of employment with Southwest Gas Corporation or any of its subsidiaries to Employees,
not otherwise identified on Schedule 8.4, subject to successful completion of pre-employment
interviews, drug screenings and background investigations. If a conditional offer is accepted by
such an Employee (with such Employees referred to for purposes of Article 8 as "Transitioning




. Employees"), employment with Southwest Gas Corporation or any of its subsidiaries shall
become effective immediately after Closing. Buyer shall use commercially reasonable efforts to
place Transitioning Employees in positions having duties and functions most closely
approximating duties and functions of the positions held by Employees on the date of Closing.
Employment with Southwest Gas Corporation or any of its subsidiaries shall supercede
employment with Black Mountain and/or Xcel Energy. Buyer will not illegally terminate or
discriminate against any such Employee in its employment or hiring practices at or prior to
Closing.

Section 8.5  Pay and Benefits For Transitioning Employees. Transitioning Employees
placed into positions having scheduled wage rates will be paid no lower than entry level rate
scheduled for that position and, for Transitioning Employees being placed into unscheduled
positions, such employees shall receive compensation within the authorized range for the
position into which they are placed. Transitioning Employees shall receive and participate in
benefits and benefit plans available to all of Buyer's employees having like employment status in
similar positions.

Section 8.6  Health Benefits. Notwithstanding any other provisions in this Article 8,
all Employees (other than Employees listed on Schedule 8.4) (including Transitioning
Employees) shall be provided by Buyer effective as of the Closing Date with coverage under
health plans as currently provided by Buyer to its employees, without exclusion of or limitation
as to any pre-existing conditions covered immediately prior to Closing under the health plans
provided by Seller to the Employees.

Section 8.7  Tax Election. The parties agree to make, within 120 days following the
Closing, a simultaneous joint Section 338(h)(10) election on IRS Form 8023 and on their Tax
Returns regarding the sale of Black Mountain to Buyer.

Section 8.8  Opportunity to Participate. In the event of a Determination of Taxability,
Buyer shall give Xcel Energy written notice and Xcel Energy may at its sole expense participate,
either directly or in the name of Black Mountain. Buyer shall cause action to be taken, including
the giving of powers of attorney, as shall be necessary to enable Xcel Energy to participate in
proceedings in the name of Black Mountain.

ARTICLE 9
CONDITIONS TO OBLIGATIONS OF BUYER

The obligations of Buyer under this Agreement are subject to the satisfaction, on or prior
to the Closing Date, of the following conditions:

Section 9.1  Representations, Warranties, and Covenants of Xcel Energy. Except as
otherwise would not be reasonably likely to have a Material Adverse Effect, each representation
and warranty made in this Agreement by Xcel Energy shall be true in all material respects on and
as of the Closing Date, unless waived in writing by Buyer, as though those representations and
warranties were made on and as of the Closing Date (except for representations and warranties
that expressly speak only as of a specific date or time which need only be true and correct as of
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such date and time), and as of the Closing Date, Xcel Energy shall have complied in all material
respects with all covenants made by it in this Agreement.

Section 9.2 Required Regulatory Approvals. Required Regulatory Approvals shall
have been obtained and be in effect as of the Closing Date, all on terms which, in all material
respects, (including without intending any limitation, the post-Closing rates and charges and the
terms and conditions of service and cost recovery authorized by the ACC) are reasonably
acceptable to Buyer, and Buyer shall have advised Xcel Energy to that effect. At a minimum,
regulatory approvals shall be obtained from the ACC and SEC. Xcel Energy shall secure
regulatory approval in every jurisdiction they operate in which approval of this transaction is
required.

Section 9.3  Third Party Consents. Xcel Energy shall have obtained the written
consent of third parties, including Governmental Entities, in form and substance reasonably
satisfactory to Buyer and its counsel, necessary for consummation of the transaction
contemplated by this Agreement, other than those which, if not obtained, would not, in the
aggregate, have a Material Adverse Effect on the value of Black Mountain.

Section 9.4  Opinion of Counsel for Xcel Energy. Xcel Energy shall have delivered to
Buyer an opinion of its General Counsel and special counsel for Xcel Energy, dated as of the
Closing Date, substantially in the form of and to the effect set forth in Schedule 9.4 hereto.

Section 9.5  Litigation. As of the Closing Date, there shall not be in effect any order,
decree, or injunction of a court of competent jurisdiction restraining, enjoining, or otherwise
prohibiting the consummation of the transaction contemplated by this Agreement (each party
agreeing to use its reasonable best efforts, including appeals to higher courts, to have any such
order, decree, or injunction set aside or lifted), and no action shall have been taken, and no
statute or regulation shall have been enacted, by any Governmental Entity in the United States
which would prevent the consummation of such transaction.

Section 9.6  Certified Resolutions. Xcel Energy has delivered to Buyer copies of
resolutions adopted by Xcel Energy's Board of Directors, certified as of the Closing Date by the
Secretary or an Assistant Secretary of Xcel Energy, authorizing the execution and delivery of
this Agreement and the performance by Xcel Energy of its obligations under this Agreement.

Section 9.7  Officer's Certificate. Xcel Energy has delivered to Buyer a certificate,
dated as of the Closing Date and signed by one of its duly authorized officers, stating that the
conditions set forth in Sections 9.1, 9.2, and 9.3 have been fulfilled.

ARTICLE 10
CONDITIONS TO OBLIGATIONS OF XCEL ENERGY

The obligations of Xcel Energy under this Agreement are subject to the satisfaction on or
prior to the Closing Date, of the following conditions:

Section 10.1 Representations, Warranties, and Covenants of Buyer. Except as
otherwise would not be reasonably likely to have a Material Adverse Effect, each representation
and warranty made in this Agreement by Buyer, shall be true in all material respects on and as of
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the Closing Date, unless waived in writing by Xcel Energy, as though those representations and
warranties were made on and as of the Closing Date, and as of the Closing Date, Buyer shall
have complied in all material respects with all covenants made by it in this Agreement.

Section 10.2 Required Regulatory Approvals. Required Regulatory Approvals shall
have been obtained and be in effect as of the Closing Date, all on terms which, in all material
respects are reasonably acceptable to Xcel Energy, and Xcel Energy shall have advised Buyer to
that effect. At a minimum, regulatory approvals shall be obtained from the ACC and SEC.

Section 10.3  Opinion of Counsel for Buyer. Buyer shall have delivered to Xcel Energy
an opinion of Robert M. Johnson, counsel for Buyer, dated as of the Closing Date, substantially
in the form of and to the effect as set forth in Schedule 10.3 hereto.

Section 10.4 Litigation. As of the Closing Date, there shall not be in effect any order,
decree, or injunction of a court of competent jurisdiction restraining, enjoining, or otherwise
prohibiting the consummation of the transaction contemplated by this Agreement (each party
agreeing to use its reasonable best efforts, including appeals to higher courts, to have any such
order, decree, or injunction set aside or lifted), and no action shall have been taken, and no
statute or regulation shall have been enacted, by any Governmental Entity in the United States
which would prevent the consummation of such transaction.

Section 10.5 Certified Resolutions. Buyer has delivered to Xcel Energy copies of
resolutions adopted by Buyer's Board of Directors, certified as of the Closing Date by the
Secretary or an Assistant Secretary of Buyer, authorizing the execution and delivery of this
Agreement and the performance by Buyer of its obligations under this Agreement.

Section 10.6 Officer's Certificate. Buyer has delivered to Xcel Energy a certificate,
dated as of the Closing Date and signed by one of its duly authorized officers, stating that the
conditions set forth in Sections 10.1 and 10.2 have been fulfilled.

ARTICLE 11
CLOSING

Section 11.1 Time and Place. The closing of the transaction contemplated by this
Agreement (the "Closing") will take place at the offices of Southwest Gas Corporation, in Las
Vegas, Nevada, at 12:00 noon, Pacific Time, on the fifth (5“’) business day following the receipt
of the last of the Required Regulatory Approvals or at such other place, at such other time, or at
such later date, as Buyer and Xcel Energy agree in writing. Such date is herein called the
"Closing Date." The transfer of the outstanding capital stock shall be effective as of 11:59:59
p.m. Pacific Time on the Closing Date.

Section 11.2  Further Assurances. From time to time after Closing, each party, upon the

request of the other party, shall without further consideration, execute, deliver, and acknowledge
all such further instruments of transfer and conveyance and do and perform all such other acts
and things as either party may reasonably require to more effectively carry out the intent of this
Agreement,




ARTICLE 12
SURVIVAL OF REPRESENTATIONS, WARRANTIES, COVENANTS, AND
INDEMNITIES

Section 12.1  Survival. All representations, warranties, covenants, and provisions for
indemnification contained in this Agreement, and all liability therefor, shall survive the Closing
for a period of one (1) year except for the representations, warranties, covenants and provisions
for indemnification provided in Sections 4.12, 4.18, 4.19, 6.4 and 9.1 (to the extent relating to the
representations and warranties provided in Sections 4.12, 4.18 and 4.19) involving Taxes,
environmental, ERISA, and IDRBs which shall survive the Closing for a period of five (5) years.

Section 12.2 Limitations. No claim may be asserted by either party, following Closing,
for the breach of any representations, warranties, covenants, or agreements contained in this
Agreement, unless and until the aggregate amount of either party's claims thereunder exceeds
$300,000 and shall not exceed a cumulative maximum of 50% of the Purchase Price.

Section 12.3 PIPECOQ. Notwithstanding any provision in this Agreement to the
contrary, Seller shall indemnify Buyer for any tax obligation or other claims arising out of the
PIPECO sales or transaction use tax dispute, but Seller will retain the right to defend, at its sole
cost, such claim. Buyer shall promptly notify Seller of any communication from PIPECO or any
other party regarding such claims. The indemnity obligation shall not be subject to any
limitations otherwise set forth in this Agreement. ‘

Section 12.4 Indemnification by Seller. Except as provided herein and subject to the
limitations provided in Sections 12.1 and 12.2 hereof, Seller shall indemnify, defend, and hold
harmless Buyer, including its former, present, and future officers, directors, employees, agents,
shareholders, contractors, subcontractors, licensees, invitees, attorneys, and all heirs,
representatives, successors, and assigns from and against any loss caused by or arising out of:

(@ Any breach or defauit in the performance by Seller of any covenant or
agreement of Seller contained in this Agreement;

b) Any breach of any warranty or representation made by Seller herein or in
any schedule or exhibit hereto, or in any certificate or other instrument delivered by or on
behalf of Seller pursuant hereto; or

© Any liability arising out of any and all actions, suits, proceedings, claims,
demands, judgments, costs, and expenses incident to any of the foregoing.

Section 12.5 Indemnification by Buyer. Except as provided herein and subject to the
limitations provided in Sections 12.1 and 12.2 hereof, Buyer shall indemnify and hold harmless
Seller, including its former, present, and future officers, directors, employees, agents,
shareholders, contractors, subcontractors, licensees, invitees, attorneys, and all heirs,
representatives, and its successors and assigns from and against any loss caused by or arising out
of:

@ Any breach or default in the performance by Buyer of any covenant or
agreement of Buyer contained in this Agreement;
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(b) Any breach of warranty or representation made by Buyer herein or in any
schedule or exhibit hereto, or in any certificate or other instrument delivered by or on
behalf of Buyer pursuant hereto;

(c) Any liability arising out of Buyer's ownership of and Black Mountain's
operations after Closing;

(d)  Any liability resulting from illegal termination or discrimination against
employees arising out of employment and hiring practices of Buyer, including actions
communicated to employees by Buyer prior to Closing; or

(e) Any liability arising out of any and all actions, suits, proceedings, claims,
demands, judgments, costs, and expenses incident to any of the foregoing.

Section 12.6 Environmental Response. In the event that Buyer shall be required by, or
pursuant to any consent decree entered into with, any Governmental Entity having jurisdiction or
the lawful order of a court of competent jurisdiction, to perform any removal, response, or
remedial action covered by Seller's representations and warranties in Section 4.19 and subject to
the limitations provided in Sections 12.1 and 12.2 hereof:

(a) Buyer shall immediately give written notice of such order or decree to
Seller and Seller shall have a period of sixty (60) days within which to elect to perform
such removal, response, or remedial action itself or to reimburse Buyer for the cost
thereof; provided, however, if the order or decree requires a response by Buyer in less
than sixty (60) days, then Seller shall make its election within such period as may allow
Buyer to respond to the order or decree in timely fashion;

(b) If Seller elects to perform such removal, response, or remedial action
itself, it shall have the exclusive right to negotiate all elements of the work with the
Governmental Entity, and shall have such easements and rights of access to Black
Mountain as may be necessary to complete the work; provided, however, that (i) Seller
and Buyer will consult in good faith to assure that the work, to the extent practicable, will
not unduly interfere with Buyer's operations and will be appropriate to the uses of the
property involved; (ii) Seller shall indemnify and hold harmless Buyer and its successors
and assigns from and against any loss where such loss arises in connection with or
incident to the entry upon, occupation of, or activities with respect to Black Mountain by
Seller, its agents, or contractors; (iii) in addition, Seller covenants and agrees to pay in
full for all materials affixed and to pay in full all Persons who perform labor upon such
property, and not to permit or suffer any mechanics' or materialman's lien of any kind or
nature to be enforced against the property for any work done or materials furnished
thereon at the instance or request or on behalf of Seller; and (iv) Seller agrees to
indemnify and hold harmless Buyer against and from any and all liens, claims, demands,
costs, and expenses of whatsoever nature in any way connected with or growing out of
such work done, labor performed, or materials furnished.

Section 12.7 Indemnification Procedures. Whenever a Person is or may be entitled to

receive indemnity under any provision of this Agreement, such Person (the "Indemnitee") shall




o,

promptly notify the party who is or may be obligated to provide indemnity (the "Indemnitor") in
writing of any matter which relates or may relate to a claim for indemnity arising under this
Agreement. The Indemnitor may contest and defend in good faith any claim of third parties
covered by this Section, provided such contest is made without cost or prejudice to the
Indemnitee, and provided that within ten (10) days of the Indemnitor's receipt of notice of such
claim, the Indemnitor notifies the Indemnitee of its desire to defend and contest such claim. The
Indemnitee shall reasonably cooperate with the Indemnitor in its investigation and response to
any third party claim. Ifthe Indemnitor does not notify the Indemnitee of its desire to contest the
claim, the Indemnitor shall reimburse the Indemnitee on demand for any payment actually made
by the Indemnitee at any time after the Closing Date with respect to any claim, demand,
obligation, liability, loss, cost, damage, or expense to which the obligation of indemnity relates.

ARTICLE 13
TERMINATION

Section 13.1 Termination. This Agreement may be terminated and abandoned at any
time on or prior to the Closing Date if:

(@) The parties agree in writing to terminate this Agreement; or

(b)  The Closing Date shall not have occurred prior to April 30, 2003, if (and
only if) the party seeking termination is not in breach or default in any material respect of
any of its representations, warranties, covenants, or agreements contained in this
Agreement.

Section 13.2  Effect of Termination. Upon termination pursuant to this Article 13, this
Agreement will become void and of no further force and effect, except that, in the event either
party commits a breach of this Agreement or otherwise fails to use reasonable best efforts to
fulfill its obligations, the other party shall be entitled to the remedy of specific performance in
addition to any and all other available legal or equitable remedies (including but not limited to
damages).

ARTICLE 14
EXPENSES

Whether or not the transaction contemplated hereby is consummated, each of the parties
hereto will pay, except as otherwise provided herein, its own expenses, income and other Taxes,
and costs (including, but not limited to, the fees, disbursements, and expenses of its attorneys,
accountants, and consultants) incurred by it in negotiating, preparing, closing, and carrying out
this Agreement and the transaction contemplated by this Agreement.

ARTICLE 15
NOTICES

All notices or other communications regarding this Agreement which either party may be

required or desire to give to the other party shall be in writing, and shall be deemed to have been
duly given when given by personal service, facsimile, e-mail, registered or certified mail, or
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overnight courier to the Person and at the addresses specified below, or to such other Person at
such other address as may be substituted by notice given as provided herein.

Ifto Xcel Energy:  Xcel Energy Inc.
800 Nicollet Mall, 30" Floor
Minneapolis, Minnesota 55402
Attention: Paras Shah
Director, Business Development,
Acquisitions and
Divestitures

with a copy to: Xcel Energy Inc.
800 Nicollet Mall, 30™ Floor
Minneapolis, Minnesota 55402
Attention: General Counsel

If to Buyer: Southwest Gas Corporation
5241 Spring Mountain Road
P.O. Box 98510
Las Vegas, Nevada 89193-8510
Attention: Edward A. Janov
Vice President/Chief Accounting Officer

with a copy to: Southwest Gas Corporation
5241 Spring Mountain Road
P.O. Box 98510
Las Vegas, Nevada 89193-8510
Attention: Robert M. Johnson
Assistant General Counsel

Either party may change the address to which notices are to be addressed by giving the
other party notice in the manner herein set forth.

ARTICLE 16
PUBLIC ANNOUNCEMENTS AND RELEASES

Except as otherwise required by law, neither party to this Agreement will make nor cause
-to be made any public announcement or release concerning this Agreement or the transaction
contemplated hereby without the prior written consent of the other party to this Agreement.

ARTICLE 17
OTHER MATTERS

Section 17.1 Governing Law. The validity, interpretation, and performance of this
Agreement will be determined in accordance with the laws of the state of Arizona applicable to
contracts made and to be performed wholly within that state, except to the extent that a dispute
arises which is subject to the jurisdiction of the ACC in which case the dispute will be submitted
to and presided over by the ACC.
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Section 17.2 Venue. Any action arising out of or related to this Agreement shall be
brought in the Superior Court in Maricopa County, Arizona except to the extent that the
enforcement of any provision of this Agreement regarding regulated utility operations which
shall be filed and decided by the ACC.

Section 17.3 Counterparts. This Agreement may be executed in counterparts, each of
which will be deemed an original, but all of which together shall constitute but one and the same
instrument.

Section 17.4 Schedules. The glossary, schedules, and exhibits attached hereto and the
other documents to be delivered pursuant hereto are hereby made a part of this Agreement as if
set forth in full herein.

Section 17.5  Successors and Assigns. This Agreement will be binding upon Xcel
Energy and Buyer and their respective successors and assigns, except that no right, benefit, or
obligation hereunder may be assigned by either party without the prior written consent of the

other party.

Section 17.6 Entire Agreement. This Agreement contains the entire agreement between
the parties hereto with respect to its subject matter and supersedes all negotiations, prior
discussions, agreements, arrangements, and understandings, written or oral, relating to the
subject matter of this Agreement.

Section 17.7 Construction and Interpretation. The table of contents and the headings of
the Articles, Sections, and subsections are for convenience only and shall not affect the meaning
of this Agreement. Unless the context of this Agreement or the Schedules hereto clearly requires
otherwise, (a) the words "includes" and "including" are used without limitation, and (b) the word
"or" will have the inclusive meaning represented by the phrase "and/or." No presumption will
apply in favor of any party to this Agreement in the interpretation of this Agreement or the
resolution of any ambiguity in any provision hereof.
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IN WITNESS WHEREQF, each of the parties has caused this Agreement to be duly
executed and delivered as of the day and year first above written.

SELLER: BUYER:
XCEL ENERGY INC. SOUTHWEST GAS CORPORATION
By: By:

Name: Michael O. Maffie

Title: President/Chief Executive Officer




DISCLOSURE SCHEDULE

BLACK MOUNTAIN GAS (“BLACK MOUNTAIN”)

DATED As OF MAY 24, 2002
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DISCLOSURE SCHEDULE

Schedule 4.3

Seller’s Required Regulatory Approvals and Filings

1.) Order by the Securities and Exchange Commission pursuant to the Public Utility
Holding Company Act of 1935 approving the sale of Black Mountain.

2) Order by the Arizona Corporation Commission approving the sale/acquisition of
Black Mountain.
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DISCLOSURE SCHEDULE

Schedule 4.5

Financial Statements of Black Mountain

BMG

Unaudited Balance Sheet
For the Twelve Months Ending December 31, 2001

ASSETS
UTILITY PLANT

GAS PLANT

ACCUM. DEPR. UTIL.ITY
NET PLANT IN SERVICE
WORK IN PROGRESS

TOTAL PLANT IN SERVICE

OTHER PROP & INVESTMENTS

NON UTILITY PLANT
ACCUM. DEPR. OTHER PROP

NET NON UTILITY PLANT
BOND SINKING FUND
UNAMORTIZED DEBT COST
DEFERRED GAS COST
TOTAL OTHER PROPERTY
CURRENT ASSETS

CASH

ACCOUNTS RECEIVABLE (NET)

INVENTORIES

OTHER CURRENT ASSETS
TOTAL CURRENT ASSETS

TOTAL ASSETS

24,097,195
6,208,610

————— e 21 2o e

17,967,721

1,060,870
533,739

527,131

568,047
42,246
991,618

2,129,042

605,122
1,837,329
756,177
159,926

CONDENTIAL




CONFDENTIAL

DISCLOSURE SCHEDULE
Schedule 4.5 (continued)

Financial Statements of Black Mountain

BMG
Unaudited Balance Sheet
For the Twelve Months Ending December 31, 2001

OWNERS' EQUITY

COMMON STOCK 3,634,193
TREASURY STOCK (1,746)
RETAINED EARNINGS 7,637,449
CURRENT YEAR INCOME 1,038,181
TOTAL OWNERS' EQUITY 12,308,077
LONG-TERM BONDS 3,000,000
LONG-TERM INTERCOMPANY NOTE 3,097,021
DEFERRED TAX & OTHER LIABILITIES 1,497,037
CURRENT LIABILITIES
ACCOUNTS PAYABLE 296,996
ACCRUED EXPENSES 754,790
CURRENT PORT OF LT INTERCO NOTE 210,946
ACCRUED VACATION 79,978
CUSTOMER DEPOSITS 215,661
INCOME TAXES 935,113
OTHER TAXES 380,568
MISC. CURRENT LIABILITIES 679,128
TOTAL CURRENT LIABILITIES 3,553,180
TOTAL LIABILITIES 11,147,238
TOTAL LIABILITIES & OWNERS' EQUITY 23,455,315
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DISCLOSURE SCHEDULE
Schedule 4.6

Undisclosed Liabilities

None
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DISCLOSURE SCHEDULE
Schedule 4.7

Title to Real and Personal Property

1. 18,000 gallon Propane tank in Greenehaven used to provide propane to Greenehaven. Black
Mountain Gas has no written agreement or lease for the use of this propane storage tank.

2. 2000 E. Frontage Road, Page, Arizona: A Deed of Trust to secure indebtedness in the
amount shown below, and any other obligations secured thereby.

Amount: $1,100,000.00

Dated: May 8, 1985

Trustor: Black Mountain Gas Company, an Arizona Corporation
Trustee: FIRST INTERSTATE BANK OF ARIZONA, NA.
Beneficiary: FIRST INTERSTATE BANK OF ARIZONA, NA.
Recorded: November 20, 1985, in Docket 1061, Page 812

Xcel Energy shall cause the foregoing deed of trust to be removed of record as of or prior to
Closing.
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DISCLOSURE SCHEDULE

Schedule 4.9

Construction of Facilities

1. Although Black Mountain believes that its underground piping has been installed in
compliance with applicable standards, some such piping was installed without tracer wire.
Black Mountain has other appropriate means to locate such piping.
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DISCLOSURE SCHEDULE
Schedule 4.10

Contracts and Commitments

1. Accounting Outsourcing Solutions by Emerald Business Solutions for Black Mountain Gas.
Although the agreement with Emerald Business Solutions expired on February 1, 2002,
Black Mountain Gas continues to receive services under the same terms of the agreement.
The original agreement requires 120 days notice to cancel.
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DISCLOSURE SCHEDULE

Schedule 4.11

Employees of Black Mountain

Shane Berke
Gale Browning
David Brunson
Tamara Bruske
John Caughlin
Laurie Cleland
Christine Eddy
Timothy Edwards
Floyd Elmore
Robert Fink
Nelda Fox

Sara Hause

Amy Hudson
Donald Larson
Michael Laubhan

Eddie Morgan

CH-1219816v3

Jimmy Newman
Danny Ray
Cynthia Rodriquez
Frank Rogers II
Robert Rosenberger
Vincente Santiago
Randy Shields
Alberto Vidal
Cynthia Warren
Robert Willoughby
Saul Carrasco
Nont Chettle

Carol Desensi
John Reiber

Gail Robinson

Matthew Welty
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DISCLOSURE SCHEDULE

Schedule 4.12b

Employees and Employee Benefit Plans

Pension Traditional Benefit Plan and Pension Equity Plan, PEP

Retirement Savings Plan
Deferred Compensation Plan
Employee Stock Ownership Plan
Excess Benefit Plan

Paid Time Off

Paid Time Off Buy/Sell

Short Term Disability

Long Term Disability

. Medical Benefits / Prescription Drug Plan

. Dental Benefits

. Employee Basic and Supplemental Life Insurance

. Employee Accidental Death and Dismemberment Insurance
. Spouse and Child Life Insurance

. Health Care Reimbursement Account

. Dependent Care Reimbursement Account

. Vision Benefits

. Spouse and Child Accidental Death and Dismemberment
. Transportation Reimbursement Account

. Optional Long Term Disability

. Tuition Reimbursement

. Stock Options

CH-1219816v3 10
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DiSCLOSURE SCHEDULE
Schedule 4.12b (continued)

Employees and Employee Benefit Plans

23. Pretax Flex Benefit Plan
24. Adoption Assistance

25. Sick Child Care

26. Stock Purchase Plan

27. Child Care Discounts

28. BMG shirts (6 per year), pants (6 per year, up to $150), boots (up to $75 per year), gloves (as
needed), BMG jackets (1 every other year)
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DISCLOSURE SCHEDULE
Schedule 4.13

Worker’s Compensation

Current open worker’s compensation claims:
1.) Randy Shields, 11/25/01, injury

2) Floyd Elmore, 4/21/2002, dog bite in Page

CH-1219816v3 12
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2)
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DISCLOSURE SCHEDULE
Schedule 4.15

Legal Proceedings

State Farm Fire & Casualty Company vs. Black Mountain Gas Company, Cause No.
CV2002-133. This proceeding is related to a fire at a mobile home on March 25,
2000, the Cowan residence. The fire is believed to have started at a water heater.

PIPECO Tax Issue
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DISCLOSURE SCHEDULE
Schedule 4.16

Permits, Licenses, Tariffs, Certificates and Franchises

1) Greenehaven

CH-1219816v3 14
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DISCLOSURE SCHEDULE
Schedule 4.19

Hazardous Substances

None
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2)

3.)

4)
5.)
6.)

CH-1219816v3

CONFIDENTIAL

DISCLOSURE SCHEDULE
Schedule 6.7

Real and Personal Property and Vehicle and Equipment Leases

18,000 gallon Propane tank in Greenehaven used to provide propane to Greenehaven.
Black Mountain Gas has no written agreement or lease for the use of this propane
storage tank.

John Reiber’s laptop computer and associated software, monitor & docking station

2 leased copy machines and associated equipment, copy management agreement
dated 9/27/01.

Leased duplexing attachment and connectivity equipment, Lease Number 882184.
One Radio Detection Locating machine.

The following programs are licensed to BMG by Xcel Energy and will not be
available to BMG after closing.

Black Mountain Gas has 14 standard desk licenses which covers:
Microsoft Windows Operating System

Microsoft Office Professional ,

Microsoft Client Access software- SQL, SMS, Exchange
Norton AntiVirus
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DISCLOSURE SCHEDULE
Schedule 8.4

Employment by Buyer

1.) John Reiber

CH-1219816v3 17




1)

2)

CH-1219816v3

DISCLOSURE SCHEDULE
Schedule 9.4

Opinion of Counsel for Xcel Energy

Form of opinion of General Counsel for Xcel Energy

Form of opinion of special counsel for Xcel Energy
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Form of opinion of General Counsel for Xcel Energy
[letterhead]

[date]

Southwest Gas Corporation
5241 Spring Mountain Road
Las Vegas, Nevada 89150

Ladies and Gentlemen:

1 am the Vice President of Law and General Counsel of Xcel Energy Inc., (the
“Company”) a Minnesota corporation, and have provided legal counsel to the Company in
connection with the transactions contemplated by the Stock Purchase Agreement dated as of
, 2002 (the “Agreement”) by and between the Company and Southwest Gas
Corporation. This opinion letter is provided to you at the request of the Company pursuant to
Section 9.4 of the Agreement. Capitalized terms used and not otherwise defined in this opinion
letter have the meanings assigned to such terms in the Agreement.

The law covered by the opinions expressed herein is limited to the federal laws of the
United States of America and the laws of the state of Minnesota. I am member of the bar of the
state of Minnesota and not a member of the bar in the state of Arizona. For purposes of this
opinion, with respect to all matters of Arizona law (other than regulatory matters before the
Arizona Corporation Commission), I have assumed that Arizona law is identical to Minnesota
law. For purposes of the opinions in paragraphs 2,5,7 and 8 with respect to Arizona regulatory
approvals, I have relied on the opinion of counsel retained by Xcel Energy in Arizona,
Fennemore Craig, P.C.

In connection with this opinion letter, I have examined originals, or copies, certified or
otherwise identified to my satisfaction, of such documents, records, certificates and statements of
government officials, officers and other representatives of the persons referred to therein, and
such other documents as I have deemed relevant or necessary as the basis for the opinions herein
expressed, including the following:
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(a)

(b)

©

(d)

(e)

®

(®

(b

CH-1219816v3
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The Agreement;

The Articles of Incorporation of the Company certified by the Secretary of State
of the state of Minnesota as of [/ 7 days before closing ], and certified
to me by an officer of the Company as being complete and in full force and effect
as of the date of this opinion letter;

The Articles of Incorporation of Black Mountain Gas Company (“Black
Mountain”) certified by the Secretary of State of the state of Minnesota as of [
7 days before closing /, and certified to me by an officer of Black Mountain
or the Company as being complete and in full force and effect as of the date of
this opinion letter;

The Bylaws of the Company certified to me by an officer of the Company as
being complete and in full force and effect as of the date of this opinion letter;

The Bylaws of Black Mountain certified to me by an officer of the Company as
being complete and in full force and effect as of the date of this opinion letter;

Records certified to me by an officer of the Company as constituting all records of
proceedings and actions of the Board of Directors of the Company relating to the
transactions contemplated by the Agreement;

A Certificate of Good Standing relating to Seller issued by Secretary of State of
Minnesota, dated as of [7 days before closing]; and

A Certificate of Good Standing relating to Black Mountain issued by the
of the state of Arizona and the Secretary of State of the state of
Minnesota , dated as of [/  7days before closing [,
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As to certain matters of fact material to the opinions expressed herein, I have relied upon
the representations and warranties as to factual matters contained in and made pursuant to the
Agreement and upon the certificates and statements of public officials and of officers of the
Company. I have also examined originals or copies of such corporate documents or records of
the Company, as I have considered appropriate for the opinions expressed herein.

Where I render an opinion concerning an item “known to me” or my opinion otherwise
refers to my knowledge, the opinion is based solely upon (a) the conscious awareness of facts or
other information known to me and (b) such other investigation, if any, that I specifically set
forth herein. No inference as to my knowledge of any matters should be drawn from the fact of
my representation of the Company.

Based upon and subject to the foregoing and to the qualifications and exclusions stated
below, I am of the opinion that:

1. The Company is a legally existing corporation under the laws of the state of
Minnesota .
‘ 2. Black Mountain is a legally existing corporation under the laws of the state of

Minnesota and is duly qualified to do business in the state of Arizona.

3. The Company has all requisite corporate power and authority to enter into and
perform its obligations under the Agreement.

4. The Company has authorized, by all necessary corporate action, the execution and
delivery of, and performance of its obligations under the Agreement, and the Company
has executed and delivered the Agreement.
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5. The Agreement constitutes the legal, valid and binding agreements of the
Company, enforceable against the Company in accordance with its terms (except as the
foregoing may be limited by (a) general principles of equity; and (b) bankruptcy,
insolvency, reorganization, arrangement, moratorium and other similar laws affecting the
rights and remedies of creditors generally).

6. The execution and delivery by the Company of, and the performance of its
obligations under the Agreement by the Company will not (a) violate the Company’s
Articles of Incorporation or Bylaws, (b) breach or result in a material default under the
provisions of any material agreement known to me to which the Company is a party or by
which it is bound, or (c) breach or otherwise violate any existing obligation of the
Company under (i) any governmental statute, rule or regulation applicable to the
Company or (ii) any order, writ, judgment, injunction, decree, determination or award
entered against the Company and known to me, the violation or contravention of which
would materially and adversely affect the transactions contemplated by the Agreement.

7. The execution and delivery by the Company of, and the performance of its
obligations under the Agreement by the Company will not (a) violate Black Mountains’
Articles of Incorporation or Bylaws, (b) breach or result in a material default under the
provisions of any material agreement known to me to which Black Mountain is a party or

s by which it is bound, or (c) breach or otherwise violate any existing obligation of Black
Mountain under (i) any governmental statute, rule or regulation applicable to Black
Mountain or (ii) any order, writ, judgment, injunction, decree, determination or award
entered against Black Mountain and known to me, the violation or contravention of
which would materially and adversely affect the transactions contemplated by the
Agreement.

8. All Required Regulatory Approvals to be obtained by the Company in order to
permit the consummation of the Agreement have been obtained and are in full force and
effect.

In giving this opinion, I further advise you that notwithstanding any provisions in the
Agreement to the effect that the Agreement reflects the entire understanding of the parties with
respect to the matters described therein, the Arizona Superior Court of Maricopa County may
consider extrinsic evidence of the circumstances surrounding the negotiation and execution of
the Agreement to ascertain the intent of the parties in using the language employed in the
Agreement, regardless of whether the language used is plain and unambiguous on its face, and
may determine that additional or supplemental terms can be incorporated into the Agreement.
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This opinion letter is delivered as of its date and without any undertaking to advise you of
any changes of law or fact that occur after the date of this opinion letter even though such
changes may affect the legal analysis, a legal conclusion or an information confirmation in this
opinion letter. This opinion has been rendered to you in connection with the transaction
described herein, and is intended solely for your benefit and is not to be copied, quoted, made
available or be relied upon by any other person, firm or entity without my prior written consent.

Very truly yours,

Gary R. Johnson
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Form of opinion of special counsel for Xcel Energy

Southwest Gas Corporation
5241 Spring Mountain Road
Las Vegas, Nevada 89150

Re:  Stock Purchase Agreement dated as of , 2002
Ladies and Gentlemen:

We have acted as special counsel to Xcel Energy Inc., a Minnesota corporation (the
“Company”), in connection with the transactions (the “Transactions”) contemplated by the Stock
Purchase Agreement between the Company and Southwest Gas Corporation (“you” or “Buyer”),
dated as of , 2002 (the “Agreement”). You have requested our opinion with respect to the
matters set forth herein pursuant to Section 9.4 of the Agreement. Unless otherwise defined herein
or unless the context otherwise requires, all capitalized terms used herein shall have the meanings
assigned to them in the Agreement.

For purposes of this opinion, we have examined such questions of law and fact as we have
deemed necessary or appropriate and have examined originals, certified copies or copies otherwise
identified as true copies of the following:

(@) The Agreement;

(b)  The Articles of Incorporation of Black Mountain Gas Company (“Black Mountain™)
certified by the Secretary of State of the State of Minnesota as of , 2002 [7 days before
closing], and certified to us by an officer of Black Mountain as being complete and in full force and
effect as of the date hereof;

(© The Bylaws of Black Mountain certified to us by an officer of Black Mountain as
being complete and in full force and effect as of the date hereof;

(d)  The Atticles of Incorporation of the Company certified by the Secretary of State of
the State of Minnesota as of , 2002 [7 days before closing], and certified to us by an
officer of the Company as being complete and in full force and effect as of the date hereof;
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(e) The Bylaws of the Company certified to us by an officer of the Company as being
complete and in full force and effect as of the date hereof;

® [Unanimous written consent resolutions] of the Board of Directors of the Company
dated 2002, certified to us by an officer of the Company as being complete and in full
force and effect as of the date hereof;

(2) The agreements of Black Mountain listed on Exhibit A hereto (the “Material
Agreements”); and

(h) The Opinion and Order of the Arizona Corporation Commission, Decision No.
, docketed , 2002 (the “Order”).

In addition, we have examined such other records, agreements, documents and other
instruments of the Company and Black Mountain and such certificates or comparable documents
of public officials and of officers and representatives of the Company and Black Mountain as we
deemed necessary or appropriate for purposes of rendering the opinions set forth below. As to
the various questions of fact material to our opinions, we have relied upon the representations
and warranties of the Company contained in the Agreement and in various officer’s certificates,
and other representations, warranties and statements made by representatives of the Company
and Black Mountain, all of which representations, warranties and statements we have assumed to
be true and correct in all respects as of the date hereof.

We have further assumed: (i) the genuineness and authenticity of all documents
examined by us and all signatures thereon not witnessed by us and the conformity to originals of
all copies of all documents examined by us; (ii) that the execution, delivery and acceptance of
the Agreement and all documents, contracts, agreements, certificates and other materials
(collectively, the “Agreements”) in connection with the transactions contemplated by the
Agreement have been duly authorized by all action, corporate or otherwise, necessary by the
parties to those Agreements (collectively, the “Parties”); (iii) the legal capacity of all natural
persons executing the Agreements; (iv) that the Parties other than the Company and Black
Mountain (collectively, the “Other Parties”) have obtained all necessary consents, authorizations,
approvals, permits or certificates (governmental and otherwise) which are required as a condition
to the execution and delivery of the Agreements by the Other Parties and to the consummation
by the Other Parties of the transactions contemplated thereby (including such, if any, as are
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required by the Securities and Exchange Commission (“SEC™)); (v) the due execution and
delivery of the Agreements by the Parties; (vi) that the Agreements constitute legal, valid and
binding obligations of the Other Parties under the laws of all applicable jurisdictions; (vii) that
the Agreements accurately describe and contain the mutual understanding of the Parties, and that
there are no oral or written statements or agreements that modify, amend or vary, or purport to
modify, amend or vary, any of the terms thereof; (viii) that the Other Parties will act in a
commercially reasonable manner and in accordance with all legal requirements in enforcing their
rights under the Agreements; (ix) that the laws of the State of Arizona chosen by the parties to
govern the Agreement will govern the Agreement and that the result of the application of
Arizona law will not be contrary to a fundamental policy of the law of any other state with which
the parties may have contact in connection with the transactions contemplated thereby; and (x)
that the Company, Black Mountain and Buyer, as the case may be, will perform their covenants
in the Agreement within the applicable time periods set forth in the Agreement, and will satisfy
the conditions set forth in the Order within the applicable time periods set forth in the Order.

We are qualified to practice law in the State of Arizona. We express no opinion as to,
and for the purposes of the opinions set forth herein, we have conducted no investigation of, and
do not purport to be experts on, any laws other than the laws of the State of Arizona. With
respect to such laws, our opinions are as to what the law is or, in circumstances where the status
of the law is unclear, what the law might reasonably be expected to be as of the date hereof. This
opinion is rendered as of the date hereof, and we undertake no obligation to update this opinion
should this opinion no longer remain accurate by change in factual circumstances, law, judicial
decision or otherwise.

Based on the foregoing, and subject to the assumptions, limitations, qualifications and
exceptions set forth herein, we are of the opinion that:

1. The execution and delivery by the Company of, and the performance by the
Company of its obligations under, the Agreement will not: (a) violate Black Mountain’s Articles
of Incorporation or Bylaws; (b) breach or result in a material default under the provisions of any
Material Agreement, which breach or default would have a Material Adverse Effect; or (c) to our
knowledge, breach or otherwise violate any existing obligation of Black Mountain or Seller (as it
relates to Black Mountain) under (i) any Arizona state or local governmental statute, rule or
regulation applicable to Black Mountain or (ii) any order, writ, judgment, injunction, decree,
determination or award entered against Black Mountain, in either case the breach or violation of
which would materially and adversely affect the Transactions.
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2. All Arizona state and local Required Regulatory Approvals to be obtained by the
Company in order to permit the consummation of the Transactions have been obtained and, to
our knowledge, are in full force and effect.

3. The Agreement constitutes the legal, valid and binding agreement of the Company,
enforceable against the Company in accordance with its terms, except to the extent that
enforceability may be limited by:

(a) bankruptcy, insolvency, reorganization, arrangement, moratorium, fraudulent
transfer or conveyance, or other similar laws now or hereafter in effect relating to the rights and
remedies of creditors;

(b) the effect of general principles of equity (regardless of whether
enforceability is considered in a proceeding in equity or at law), the discretion of the court before:
which proceedings may be brought, and an implied covenant of good faith and fair dealing; and

- (©) certain waivers, procedures, remedies, indemnities and other provisions of
("— the Agreement may be unenforceable under or limited by Arizona law; however, such law does not,
’ in our opinion, substantially prevent the practical realization of the benefits intended by the
Agreement if the Other Parties act in good faith and in a commercially reasonable manner in
accordance with the requirements of applicable law.

We are expressing no opinion as to any matter other than those expressly set forth in the
numbered paragraphs above. Further, without limiting the generality of the preceding sentence
and notwithstanding numbered paragraph 2 above, we are expressing no opinion as to: (i) the
applicability or effect of any federal laws, (ii) the enforceability of any indemnity or waiver
provision with respect to any claims or other matters relating to or arising under federal or state
securities laws, as they may be held to violate public policy; or (iii) the applicability or effect of
any federal or state securities laws. In addition, our opinion as to enforceability of the
Agreement is limited to enforceability between the original parties thereto.

The phrase “to our knowledge” or similar phrases means the actual knowledge which
Timothy Berg, Theresa Dwyer and W. T. Eggleston, Jr., who are the only attorneys in this firm
who have had significant involvement in our representation of the Company during the course of
the Transactions, have obtained solely in connection with the representation of the Company in
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connection with the Transactions. Except as expressly set forth herein, we have not undertaken
any independent investigation to determine the existence or absence of facts, and no such
inference as to our knowledge of the existence or absence of such facts should be drawn from
such representation.

This opinion is being furnished only to you and is solely for your benefit. Except with
our prior written consent, this opinion may not be relied upon by, filed with or furnished to,
quoted in any manner to, or delivered to, any person or entity or referred to in any financial
statement, report or related document.

Very truly yours,

Fennemore Craig, A Professional Corporation
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DISCLOSURE SCHEDULE
Schedule 5.3

Buyer’s Required Regulatory Approvals and Filings

Order by the Arizona Corporation Commission approving the sale/acquisition of Black
Mountain and the formation of a public utility holding company/affiliate interests.

- Order by the Securities and Exchange Commission pursuant to the Public Utility Holding

Company Act of 1935 (the “35 Act”) approving the sale of Black Mountain and
exempting Southwest from the coverage of the 35 Act. '
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DISCLOSURE SCHEDULE
Schedule 10.3

Opinion of Counsel for Southwest

1) Opinion of Assistant General Counsel for Southwest




Letterhead]
, 2002

Xcel Energy Inc.
800 Nicollet Mall, Suite 300
Minneapolis, Minnesota 55402

Ladies and Gentlemen:

I have acted as counsel to Southwest Gas Corporation (the “Company”), a California
corporation, in connection with the transactions contemplated by the Stock Purchase Agreement
dated as of , 2002 (the “Agreement”), by and between Xcel Energy Inc. and the
Company. This opinion letter is provided to you at the request of the Company pursuant to
Section 10.3 of the Agreement. Capitalized terms used and not otherwise defined in this opinion
letter have the meanings assigned to such terms in the Agreement.

The law covered by the opinions expressed herein is limited to the laws of the state of Arizona,
the corporate and public utility laws of the state of California and the federal laws of the United
States of America.

In connection with this opinion letter, I have examined originals, or copies certified or otherwise
identified to my satisfaction, of such documents, records, certificates and statements of
government officials, officers and other representatives of the persons referred to therein, and
such other documents as I have deemed relevant or necessary as the basis for the opinions herein
expressed, including the following: '

(a) The Agreement;

(b)  The Articles of Incorporation of the Company certified by the Secretary of State
of the state of California as of [/ 7days before closing ], and certified to me by
an officer of the Company as complete and in full force and effect as of the date of
this opinion letter;

©) The Bylaws of the Company certified to me by an officer of the Company as
complete and in full force and effect as of the date of this opinion letter;

(d)  Records certified to me by an officer of the Company as constituting all records of
proceedings and actions of the Board of Directors of the Company relating to the
transactions contemplated by the Agreement; and

(e) A Certificate of Good Standing relating to the Company issued by the Arizona
Corporation Commission of the state of Arizona and the Secretary of State of the
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state of California, dated as of /| 7days before closing ], respectively.

As to certain matters of fact material to the opinions expressed herein, I have relied upon the
representations and warranties as to factual matters contained in and made pursuant to the
Agreement and upon the certificates and statements of public officials and of officers of the
Company. I have also examined originals or copies of such corporate documents or records of
the Company as I have considered appropriate for the opinions expressed herein.

Where I render an opinion concerning an item “known to me” or my opinion otherwise refers to
my knowledge, the opinion is based solely upon (a) the conscious awareness of facts or other
information known to me and (b) such other investigation, if any, that I specifically set forth
herein. No inference as to my knowledge of any matters should be drawn from the fact of my
representation of the Company.

Based upon and subject to the foregoing and to the qualifications and exclusions stated below, I
am of the opinion that: '

1. The Company is a corporation duly organized and validly existing under the laws
of the State of California and is duly qualified to do business in the state of
Arizona.

2. The Company has all requisite corporate power and authority to enter into and .

perform its obligations under the Agreement.

3. The Company has authorized, by all necessary corporate action, the execution and
delivery of, and performance of its obligations under the Agreement, and the
Company has executed and delivered the Agreement.

4. The Agreement constitutes the legal, valid and binding agreements of the
Company, enforceable against the Company in accordance with its terms (except
as the foregoing may be limited by (a) general principles of equity and (b)
bankruptcy, insolvency, reorganization, arrangement, moratorium and other
similar laws affecting the rights and remedies of creditors generally).

5. The execution and delivery by the Company of, and the performance of its
obligations under the Agreement by the Company will not (a) violate the
Company’s Articles of Incorporation or Bylaws, (b) breach or result in a material
defaunlt under the provisions of any material agreement known to me to which the
Company is a party or by which it is bound, or (c) breach or otherwise violate any
existing obligation of the Company under (i) any governmental statute, rule or
regulation applicable to the Company or (ii) any order, writ, judgment, injunction,
decree, determination or award entered against the Company and known to me,
the violation or contravention of which would materially and adversely affect the
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transactions contemplated by the Agreement.

6. All Required Regulatory Approvals to be obtained by the Company in order to
permit the consummation of the Agreement have been obtained and are in full
force and effect.

In giving this opinion, I further advise you that notwithstanding any provisions in the Agreement
to the effect that the Agreement reflects the entire understanding of the parties with respect to the
matters described therein, the Arizona Superior Court of Maricopa County may consider
extrinsic evidence of the circumstances surrounding the negotiation and execution of the
Agreement to ascertain the intent of the parties in using the language employed inthe
Agreement, regardless of whether the language used is plain and unambiguous on its face, and
may determine that additional or supplemental terms can be incorporated into the Agreement.

This opinion letter is delivered as of its date and without any undertaking to advise you of any
changes of law or fact that occur after the date of this opinion letter even though such changes
may affect the legal analysis, a legal conclusion or an information confirmation in this opinion
letter. This opinion has been rendered to you in connection with the transaction described herein,
and is intended solely for your benefit and is not to be copied, quoted, made available or be relied
upon by any other person, firm or entity without my prior written consent.

’Very truly yours,

Robert M. Johnson
Attorney-at-law
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Southwest Gas Corporation
Docket No. G-01551A-02-0425

BEFORE THE ARIZONA CORPORATION COMMISSION

Prepared Rebuttal Testimony V7724 L2,

of
EDWARD A. JANOV

Please state your name and business address.

My name is Edward A. Janov. I am the Vice President/
Finance and Treasurer for Southwest Gas Corporation
(Southwest or the Company). My business address is
5241 Spring Mountain Road, Las Vegas, Nevada 89150-0002.
Please state your educational background and business
experience.

I graduated from King’s College in Wilkes-Barre,
Pennsylvania in 1976 with a Bachelor of Science Degree in
Accounting. I became a Certified Public Accountant in
1980 and am a member of the American Institute of
Certified Public Accountants and the District of Columbia
Institute of Certified Public Accountants.

From 1976 through 1986, I was employed by the
Federal Energy Regulatory Commission (FERC) in
Washington, D.C. and San Francisco, California. I worked
in the Office of the Chief Accountant and became an audit
manager in 1980. My responsibilities included the audits
of gas, 0il, and electric utilities for compliance with
generally accepted accounting principles (GAAP) and FERC

requirements.
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In April 1986, I was hired by Southwest and worked
in the Rate Department. In April 1987, I became the
Assistant Controller. I was promoted to Controller in
1994, to Vice President/Controller and Chief Accounting
Officer in 1996, and to my current position in 2002. My
current areas of responsibility include treasury
services, corporate planning, and corporate purchasing.
Have you previously provided testimony before regulatory
agencies?

Yes. I have previously testified on behalf of the Company
before the Arizona Corporation Commission (Commission),
the Public Utilities Commission of Nevada, and the
California Public Utilities Commission.

What is the purpose of your prepared rebuttal testimony?
The purpose of my rebuttal testimony is to support the
Company’s application for approval of the acquisition of
Black Mountain Gas- Company (Black Mountain) .
Specifically, I am providing the Company’s response to
the public interest concerns implicit within the fourteen
conditions Commission Utilities Division Staff (Staff)
seek to impose upon the acquisition of the Black Mountain
operations. Along with the other Southwest witnesses, I
will provide the Commission with the relevant information
to demonstrate the fitness of Southwest as an acquiring
entity; the benefits Black Mountain customers will derive
from the acquisition by Southwest; why acquisition of

Black Mountain by Southwest is in the public interest,
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even absent the imposition of these proposed conditions;
and why imposition of some of these conditions may
jeopardize the acquisition or are contrary to the best
interests of Black Mountain and Southwest customers.

In particular, my testimony demonstrates that the
transaction would not impair the financial status of
Southwest; otherwise prevent it from attracting capital
at fair and reasonable terms; or impair the ability of
Southwest to provide safe, reasonable, and adequate
services (see R14-2-804 of Arizona Administrative Code).
Other Southwest witnesses will respond to specific Staff
conditions and recommendations.

Please summarize the application.

Southwest applied for approval of the acquisition of the
common stock of Black Mountain; the subsequent transfer
of assets of Black Mountain to Southwest, including the
Certificates of Convenience and Necessity (CC&N) granted
to Black Mountain; and the eventual dissolution of Black
Mountain. Black Mountain provides natural gas and propane
service within the state of Arizona as a public service
corporation. Xcel Energy Inc. (Xcel), a Minnesota
corporation, owns one hundred percent (100%) of the
outstanding shares of Black Mountain. Southwest and Xcel
have executed a stock purchase agreement, by which
Southwest has agreed to purchase and Xcel has agreed to
sell those shares. Southwest intends to own the shares

for a limited period of time (estimated at approximately
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twelve months) prior to transferring all of the assets of

Black Mountain to Southwest.

It is Southwest’s intention to dispose of all of
the propane facilities 1in the Page, Arizona area,
including both the Commission-jurisdictional facilities,
as well as the non-utility facilities, as soon as
practical.

Please briefly describe Black Mountain.

Black Mountain is a natural gas and propane utility with
a natural gas division located in Cave Creek, Arizona and
a propane division located in Page, Arizona. The Cave
Creek division serves approximately 7,900 natural gas
customers in a rapidly growing service territory located
just north of Phoenix. This service territory is nearly
surrounded by the existing Southwest service area. Black
Mountain serves approximately 2,400 propane customers.
Why 1s Southwest interested in acquiring Black Mountain?
Southwest 1is primarily interested in acquiring the Cave
Creek natural gas utility business of Black Mountain. To
acquire these assets, at Xcel’s insistence, Southwést
must first purchase Black Mountain 1in 1its entirety.
Because of i1its size, this transaction is not an
“acquisition” in the traditional sense of a major merger
or utility acquisition. Such legal distinctions aside,
this transaction is best viewed as a strategic
acquisition of an existing customer base with related

infrastructure in a service territory, essentially,
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already served by Southwest.

By analogy, this transaction 1is similar to
Southwest extending service to a new subdivision or
development. Stilil, operating efficiencies will be
realized as the Cave Creek natural gas operations are
merged into the Southwest Central Arizona Division.

How does this acquisition compare to the scale of
Southwest’s current operations?

While the significance of adding nearly 8,000 customers
and related facilities 4is not to be underestimated,
Southwest currently adds approximately 60,000 customers
per year to its nearly 1.5 million customer base (at
December 31, 2002). This includes approximately 30,000
new customers per year in Arizona, where Southwest servés
over 800,000 customers in a rapidly growing and expanding
service territory. The addition of 7,900 new customers
via this transaction is akin to what Southwest currently
adds to its Arizona customer base every 90 days, and to
its Companywide customer base every month and a half.
What operating efficiencies will be realized as the Cave
Creek natural gas operations are merged into Southwest?
Southwest believes a number of operating efficiencies
will result from this acquisition. Although the
transaction is relatively small, the benefits are readily
apparent.

Southwest views this transaction as a “win-win” for

all parties, including customers and the Commission. In
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that respect, it is somewhat puzzling why the Staff is
proposing to attach fourteen conditions to the
acquisition approval. No other party to this proceeding
has proposed any significant conditions for approval of
the acquisition and several of the Staff’s proposals
could actually diminish or negate the expected benefits
or even impose greater costs than are currently borne by
customers.

Aside from the Dbenefit of dealing with one
integrated utility, Southwest can bring higher levels of
customer service, operation, and pipeline safety to the
Black Mountain service territory. This is not meant to
disparage Black Mountain or Xcel. It is simply meant to
support the fact that Southwest provides a more
sophisticated level of service than Black Mountain.
Furthermore, the Commission will be able to conserve
resources and maximize consistency by dealing with only
one regulated entity rather than two. This, in my
opinion, creates a “win-win” for the Commission and the
Black Mountain customers and demonstrates why the
acquisition is in the public interest.

Are operating efficiencies, cost savings, rate
reductions, or the 1like required as a condition to a
utility acquisition?

Although they may be preferred, there 1is no such
regulatory requirement to my knowledge. In fact, my

understanding is that the Commission must simply find
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that an acquisition is in the public interest.
How does Southwest intend to proceed if the acquisition
is approved?
With respect to the Cave Creek natural gas system, a
transition period will be required to assimilate all of
the Black Mountain customer records, financial records,
and operating data into Southwest recordkeeping systems.
During this transition, conversion 1issues are
likely to be encountered due to what appears to be, at
least by Southwest standards, limited or inconsistent
records. Southwest anticipates there will be some
incremental costs associated with this data conversion
and upgrade. Customer billing information and systems
mapping are two examples where differences in
recordkeeping by Black Mountain deviate from Southwest’s
standards and systems. Not unlike buying a resale home,
Southwest expects to discover other similar issues after
the acquisition.
Does Southwest have to consummate this acquisition if it
concluded that the conditions imposed on it by the
Commission were too onerous?
No. Southwest has preserved the right 1in the Stock
Purchase Agreement to terminate this transaction if the
terms and conditions of service and <cost recovery
authorized by the Commission are not reasonably
acceptable, as determined by Southwest. As stated

previously, Southwest initially viewed this transaction
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as a “win-win”, which would receive rapid regulatory

approval. Southwest would have to re-evaluate the
economics of proceeding further, and the concessions that
would be required, if the Commission were to adopt the
Staff’s proposed conditions and recommendations before
consummating a transaction for the addition of
approximately 7,900 new natural gas customers.

What is Southwest proposing?

Southwest 1is proposing that the existing Black Mountain
general margin rates remain in effect until the next
Southwest general rate case. At that time, the transition
should be complete and the majority of operational and.
system improvement issues will be known or resolved. The
fair value of Southwest assets devoted to public service
can be determined by the Commission, and the general
rates of both companies can be combined at that time, if
that is the Commission preference.

Are there any parties, other than Staff, who have
objected to this plan?

No, not that I am aware of at this writing. In fact, the
Residential Utility Consumer Office (RUCO) has endorsed
Southwest acquiring the Black Mountain system without
sﬁggesting additional conditions or burdens. The Arizona
Utility Investors Association (AUIA) also supports the
acquisition as proposed by Southwest.

How does Southwest anticipate funding the proposed

acquisition?
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Because of the relatively small size of the transaction,

Southwest will finance the acquisition by accessing its
currently available $250 million working capital
facility.

Will this transaction in any way impede the ability of
Southwest to attract capital for other continuing
business needs at fair and reasonable terms?

No.

What does Southwest intend regarding the discrete
regulated and non-regulated propane businesses of Black
Mountain?

Because Southwest is not in the propane business, and
does not want to be, the Company intends to sell the
propane assets of Black Mountain as soon as feasibly
possible.

Are there ready buyers for the propane operations?

Yes. Southwest has already been contacted by a number of
potential buyers. Per the Stock Purchase Agreement,
Southwest 1is prevented from initiating any detailed
discussions with these potential buyers. However,
Southwest is hopeful that a transaction can be
consummated within approximately one year of the closing
of the Black Mountain acquisition.

How will Southwest operate the propane businesses in the
interim?

Southwest intends to run the propane businesses “as is”

using existing rates and terms of service.
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Do you have any final comments?

Yes. This acquisition should ©be approved by the
Commission without significant additional conditions,
such as those proposed by Staff. The fransaction is
relatively small, yet immediate and future benefits are
readily apparent. Southwest believes it should be given
the opportunity to operate Black Mountain, effect a
smooth transition, and identify any required system
improvements before adjusting the Black Mountain general
margin rates; which were just recently found just and
reasonable by the Commission (March 2001). This will also
provide the Company the opportunity to sell the propane
businesses. A reasonable, normalized year of historical
test data can also be established for the consolidated
operations of the two companies. All of this can be
accomplished prior to the next Southwest general rate
case.

Southwest has been providing safe and
cost-effective gas service throughout the southwestern
United States for more than 70 years and in Arizona for
nearly a half century. Southwest is financially sound and
has access to reasonably-priced capital to fund and
operate these properties. The greater presence and vested
interest Southwest has in Arizona will provide
economy-of-scale benefits to the Commission and the
natural gas customers of Black Mountain, which will

ultimately result in a “win-win” for all involved.

Form No. 155.0 (03/2001) Word -10~




© 0o N o o b~ W dhd =

—_
o

11
12
13
14
15
16
17
18
19
20
21
22

23,

24
25
26
27

Q. 21 Does this conclude your prepared rebuttal testimony?

A. 21 Yes, it does.
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Southwest Gas Corporation
Docket No. G-01551A-02-0425

EXHIBIT

BEFORE THE ARIZONA CORPORATION COMMISSION

A28

Prepared Rebuttal Testimony
of
BENNETT D. BURKE

Please state your name and business address.

My name is Bennett D. Burke. My business address is
9 South 43rd Avenue, Phoenix, Arizona 85009-4633.

By whom are you employed and in what capacity?

I am employed by Southwest Gas Corporation (Southwest or
the Company) as the director of Gas Operations for the
Central Arizona Division.

Please state your educational background and business
experience.

I hold a Bachelor of Science degree in Business
Administration from the University of Phoenix, which I
obtained in 1991. I have worked for Southwest since 1985,
but began my utility career working for Southwest’s
predecessor company, Arizona Public Service Company
(APS), in 1981. I began my employment at APS as a meter
reader and held positions of increasing responsibility in
the meter reading department until coming to work for
Southwest in 1985. At Southwest, I have served as a meter
reading supervisor, a human resources analyst, as a
district manager in two Arizona divisions — Wickenburg

and Casa Grande — and as a director 1in two Arizona
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divisions — director of District Operations in the

Soufhern Arizona Division, and in my current position as
director of Gas Operations in Central Arizona.

Please describe the nature of your ©present Jjob
responsibilities and duties with Southwest.

As director of Gas Operations for the Central Arizona
Division, I oversee the installation, operation and
maintenance of Southwest’s Central Arizona gas
distribution system. This includes responsibility for the
following departments: Engineering, Construction,
Technical Services, and Division Compliance; and ultimate
responsibility for the performance of the 265 employees
of the Gas Operations workforce.

Have you previously testified before any reqgulatory
commission?

No, I have not.

What is the purpose of your prepared rebuttal testimony
in this proceeding?

The purpose of my rebuttal testimony 1is to provide
Southwest’s response to the operations and safety issues
asserted by Commission Staff (Staff) in its direct
testimony concerning Southwest’s acquisition of the stock
of Black Mountain Gas Company (Black Mountain).

Will Southwest's responsibilities for the gas operations
of the Central Arizona Division change if the acquisition
is approved by the Commission?

No, in general, they will not. Southwest will continue to

Form No. 155.0 (03/2001) Word -2-




—

©C © oo N o o~ DN

Q. 9
A. 9
Q. 10
A. 10
Q. 11
A. 11
Q. 12
A. 12
Q. 13
A. 13

be responsible for ensuring that the gas distribution

system is well-designed, installed, operated, and
maintained. Southwest will also ensure that customers in
the newly-acquired Cave Creek service territory have the
opportunity to enjoy the high 1levels of customer
satisfaction and safety for which Southwest is well known
throughout the natural gas industry.

Have vyou reviewed the Staff’s, Residential Utility
Consumers Office’s (RUCO), and the Arizona Utility
Investor Association’s (AUIRA) testimonies in this
proceeding?

Yes, I have.

Do you have any comments or rebuttal testimony related to
RUCO’s or AUIA’s testimonies.

No, I do not. My rebuttal will focus solely on Staff’s
testimony.

What has the Commission Staff recommended regarding
Southwest’s acquisition of Black Mountain?

The Staff has recommended approval of the acquisition
subject to fourteen specific conditions.

Have vyou reviewed those conditions that deal with
operations and safety issues?

Yes, I have.

Which Staff Conditions involve operations and safety
issues?

Staff Conditiohs 9 through 14 relate to operations and

safety issues.
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Do the conditions suggested by Staff present any concerns
to Southwest?
Yes. Southwest would require clarification and/or
revision to Staff Conditions 9 through 14 before they
could be accepted by the Company.
Please state what Staff is recommending in Condition 9.
Staff is recommending that Southwest continue to maintain
the existing emergency isolation valves in all current
Black Mountain service areas.
Please describe any concern Southwest has with
Condition 9.
At this time, Southwest has not had the opportunity to
fully review and evaluate the location and condition of
Black Mountain’s existing emergency isolation valves.
However, Southwest’s commitment has been, and will
continue to be, the safe operation of the distribution
system, including using all appropriate and necessary gas
control methods, which certainly include isolation
valves. That commitment will, of course, extend to the
Black Mountain system 1if Southwest 1is authorized to
acquire it. Southwest can commit to review the Black
Mountain valve isoclation plan, and maintain those valves
which are appropriate, and install new valves as
necessary in accordance with Southwest Design Standards
and emergency response needs.

Emergency response, however, 1s not Jjust having

valves installed in the distribution system. It 1is also
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1 heavily dependent on the quick mobilization of
2 highly-trained and skilled workers and the use of
3 appropriate resources. Southwest, by virtue of its much
4 greater size and close proximity to Cave Creek, will
5 bring these considerable resources to bear on emergencies
6 in that area. Therefore, Southwest can see no reason why
7 Staff requires this specific recommendation or condition
8 be contained in any Commission order authorizing the
9 Black Mountain acquisition.

10 Mandating the maintenance of these particular
11 valves in perpetuity denies Southwest the ability to make
12 justified and well-reasoned changes to the system in the
13 future if needed. Southwest would recommend, instead, a
14 condition such as “Southwest will review and incorporate,
15 where appropriate, the Black Mountain valve isolation
16 plan into its existing valve isolation plan and will
17 maintain and improve that plan as necessary.”

181 0. 17 Please discuss Staff Condition 10, Staff’s
19 | recommendation, and Southwest’s response.

20)a. 17 staff Condition 10 states that, during the 2002 Code
21 Compliance Audit, Black Mountain stated it was installing
22 additional emergency isolation valves (approximately 34).
23 The Staff recommended that if, at the time of the Stock
24 transfer from Xcel Energy, Inc. to Southwest, Black
25 Mountain has not completed the installation of all the
26 currently-planned valves for the Cave Creek Division,
27 Southwest should complete the installation of those
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specific valves no later than May 1, 2003. My testimony
regarding Staff Condition 10 and my recommendation is
substantially the same as my testimony for Staff
Condition 9. Rather than committing to the installation
of those specific valves, whose design and location
Southwest has not had the opportunity to fully review, it
would be preferable to fully evaluate the Black Mountain
valve isolation plan, and then ensure that valves are
installed which are necessary and appropriate for the
proper operation of the valve isolation plan in
accordance with Southwest standards and practices. This
will be of greater benefit to the current Black Mountain
customers than simply agreeing to install the 34 wvalves
previously discussed.

Again, Southwest <can see no reason why this
recommendation needs to be specifically reflected in the
Commission’s authorization of the acquisition. Southwest
is concerned that even though Black Mountain used good
planning and engineering criteria to place these valves
throughout its system, a few years from now their
location may not be appropriate or Dbeneficial to
Southwest’s emergency isolation plan.

Please describe Staff Condition 11 and its
recommendation.

Staff Condition 11 states that Southwest shall not allow
the acquisition of Black Mountain to diminish staffing

that would result in service and/or safety degradation in
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Q. 19
A. 19
Q. 20
A. 20
Q. 21
A. 21

either the current Black Mountain or Southwest service
areas. |

Does Southwest believe this condition is necessary and
reasonable?

No, it 1s not necessary and could result in unintended
consequences. The Commission has not previously commented
on Southwest staffing levels in any of its other service
areas. ©Southwest recognizes that the Commission has a
strong interest 1in customer service and safety, and
Southwest shares that strong interest. However, Southwest
believes it 1is more appropriate for the Commission to
require it to maintain service and safety standards, and
not tie that requirement to staffing or other necessary
business decisions. Southwest successfully maintains its
existing systems with staffing levels it deems
appropriate, supported by technologies as well as
economies of scale for efficiencies, allowing Southwest
to adjust staffing levels as needed while still
maintaining high standards of service and safety.

Please describe Staff’s Condition 12.

Staff Condition 12 requires Southwest to continue to
maintain fully operational local field offices in the
cities of Cave Creek and Page, Arizona, as appropriate,
to maintain the quality of service.

Please describe or explain Southwest’s concern with Staff
Condition 12.

As I noted in my response to Staff Condition 11,
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1 Southwest believes this 1s a business decision that it
2 should be able to make based on its experience in
3 operating its other natural gas distribution systems in
4 Arizona. It would not be in the customers’ interests for
5 a condition like this to interfere with a potentially
6 sound business decision to relocate or combine a field
7 office sometime in the future, by implying that 1local
8 field offices must be forever maintained in certain
9 locations. The Commission should provide Southwest with
10 the flexibility to determine the appropriate location and
11 capabilities of its operations centers. Perhaps that is
12 implied by the words “as appropriate” in Staff’s
13 condition and recommendation, but that is not clear.
14 Southwest believes it should be able to use 1its best
15 judgment in locating its offices and operations centers;
16 and not be foreclosed from making sound and
17 cost-efficient and cost-effective business decisions
18 while maintaining the high standards of safety and
19 service the Company’s customers rely upon.

2010Q. 22 Please describe Staff Condition 13.

21 1A. 22 Staff recommends that Southwest must continue Black
22 Mountain’s current policy of not using contract personnel
23 for the performance of underground pipeline locating. In
24 essence, Staff is stating that Southwest must use its own
25 staffing resources for this work task.

261 0. 23 Please describe Southwest’s concerns with Staff
27 Condition 13.
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1]A. 23 Southwest does not see any basis for this recommendation,
2 other than Staff’s apparent assumption that well-trained
3 contract line locators would be 1less accurate than
4 utility employees. In fact, in Central Arizona,
5 Southwest’s contract line locators’ success ratio mirrors
6 the Company locators’ success ratio. In Arizona,
7 Southwest procedures require all locators, both contract
8 and Company, to use two methods of locating. That means
9 that both contract and Company locators will use maps and
10 records as well as electronic instruments to locate gas
11 lines. Then, if any discrepancy exists between the
12 indicated facility location based upon those two methods,
13 both contract and Company locators are required to have
14 Southwest employees dig up and expose the line as part of
15 the line location process. Southwest also has written
16 requirements for updating its maps based upon the results
17v of what 1is found in the field through this process if
18 those results differ from what the documentation
19 indicates. Southwest is certain these procedures exceed
20 the procedures now used by Black Mountain. In addition,
21 Southwest’s line location accuracy in its Central Arizona
22 Division is 99.97 percent for the 12-month period ending
23 December 2002, which included 396,649> line 1locate
24 requests. Southwest achieved this excellent record of
25 accurate line location while using contract line-locating
26 employees for the majority of the locates, with Southwest
27 oversight, and following Southwest procedures. It would
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be Dbetter, therefore, for the Commission to require
Southwest to maintain its current standards for training
and qualifying contractors and Southwest employees, while
allowing Southwest the discretion to maké the appropriate
business decisions necessary to continue its excellent
record of line-location accuracy in all of Southwest’s
current and future service areas. In addition, it would
be unreasonable and potentially costly to Southwest’s
customers to maintain two separate and unequal policies
and processes for line locating - one for the current
Black Mountain service areas and one for Southwest’s
existing Arizona service areas.

Please describe Staff Condition 14 and its
recommendation.

Staff Condition 14 states that Southwest will complete
all mapping of the Black Mountain pipeline system no
later than May 1, 2003, consistent with Black Mountain’s
2002 Code Compliance Audit. In essence, Staff is
recommending that Southwest complete the paper mapping
process that Black Mountain has started.

Please describe Southwest’s concerns with Staff
Condition 14.

Southwest has completely different mapping systems and
standards than does Black Mountain. Southwest has an
electronic mapping system. Southwest does not believe it
is reasonable or prudent for the Commission to require

it, as the new owner of the system, to complete this
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commitment without being able to first analyze the
resources it will take to complete the mapping using the
Black Mountain mapping system and standards. Furthermore,
Southwest should be allowed the opportunity to analy:ze
whether it makes sense to complete the mapping using the
Black Mountain system and standards at all. Southwest may
find, instead, that it is much more efficient and
effective to incorporate the Black Mountain maps into
Southwest’s mapping systems, using Southwest standards,
particularly since the current Black Mountain service
territory will eventually become part of the Central
Arizona Division if the proposed acquisition is
consummated.

Regardless of the system in which the Black
Mountain mapping is completed, the May 1, 2003 deadline
is unreasonable. A more appropriate and reasonable
deadline should be established. Southwest proposes that
it should be allowed at least 18 months after approval of
the acquisition, or until December 31, 2004, whichever is
later, to complete the mapping of the current Black

Mountain service area.

26 Are there other conditions proposed by Staff that
Southwest wishes to address?

26 Yes. Condition 3 proposes that Southwest shall not allow
the quality of service in either Southwest or Black
Mountain service territories to decline as a result of
the acquisition. Specifically, the number of service
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complaints should not increase, response time for service
should not increase, and service interruptions shall not
increase.

Southwest already has an excellent record at the
Commission among the regulated utilities, by Staff’s own
testimony in this proceeding; noting only one such
complaint per 10,000 customers for Southwest (with a
customer base of 800,000) over the most recent three-year
period, compared to eight such complaints per 10,000
customers for Black Mountain (with a customer base of
7,900). Providing outstanding customer service is a
hallmark at Southwest and a key focus of our operations.

While Southwest can understand Staff’s concern that
such an important issue be recognized, the Commission
need not fear that integrating an additional 7,900
customers will negatively impact customer service. To the
contrary, Black Mountain natural gas customers will enjoy
even greater service convenience and offerings through
Southwest than they currently have available. Services
such as summary billing, core aggregation, e-billing,
low-income assistance programs, automated account
systems, and defined customer-appointment windows are
just a few of the additional improvements to customer
service Southwest can offer Black Mountain natural gas
customers. With specialized crews and equipment available
to handle unexpected events, Southwest can rapidly

respond to any situation that may threaten interruptions
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1 in service to customers, as well as call upon additional
2 Company personnel from Nevada and California operations
3 in extreme emergencies.

4 With all of these services and benefits available
5 as a matter of course for Southwest customers, the
6 Commission can approve the acquisition without this
7 additional condition.

810. 27 Does Southwest believe that the Commission and Southwest
9 have common interests related to its acquisition of Black
10 Mountain’s gas facilities and customer base?

1MlA. 27 Yes, both Southwest and the Commission have common
12 interests. The Commission is appropriately interested in
13 seeing that natural gas utilities provide a high level of
14 service, responsiveness, and safety to their customers.
15 It is the Commission’s responsibility to ensure any
16 acquisition is in the public interest. Southwest shares
17 those same interests, as indicated by its industry
18 leadership in customer satisfaction, line location
19 accuracy, emergency response times, and many other
20 performance measures. For example, Southwest’s customers
21 have consistently rated their satisfaction with natural
22 gas service at the 90 percent or above level, as measured
23 by an independent national research firm. The Staff also
24 acknowledges that Southwest has one of the lowest
25 customer complaint averages among the major utilities the
26 Commission regulates in Arizona. Finally, Southwest’s
27 average emergency response time in 2002 has stayed below
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28

28

40 minutes from initial notification to gas-off time.
Even without the specific conditions outlined in Staff’s
recommendation for approval of Southwest’s acquisition of
Black Mountain, customers in the newly-acquired service
areas will enjoy the same high 1levels of customer
satisfaction and safety that Southwest now offers its
existing customers. Southwest offers demonstrated
improvements and enhancements compared to thé existing
service of Black Mountain customers’, without any
degradation in quality or service to Southwest’s existing
Arizona customer base. As a result, Southwest believes it
is in the public interest for the Commission to approve
its acquisition of Black Mountain.

Does this conclude your prepared rebuttal testimony?

Yes, it does.

g-02-0425-burke-04.doc
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Southwest Gas Corporation

Docket No. G-01551A-02-0425

BEFORE THE ARIZONA CORPORATION COMMISSION

Prepared Rebuttal Testimony
of
EDWARD B. GIESEKING

1 Please state your name and business address.

1 My name is Edward B. Gieseking. My business address is

5241 Spring Mountain Road, Las Vegas, Nevada 89150-0002.

By whom and in what capacity are you employed?

I am employed by Southwest Gas Corporation (Southwest) as

Senior Manager/Pricing and Tariffs Department.

Please state your educational background and business

experience.

I received a Bachelor of Arts degree in Business
Management from Sonoma State University in 1985 and a

Master of Arts degree in Regulatory Economics from New

Mexico State University in 1993.

From 1983 through 1993, I was employed by Pacific
Gas and Electric Company in various capacities, including
the position of Regulatory Analyst in the Revenue
Requirements and Rates departments. My responsibilities
as a Regulatory Analyst primarily involved the
development of pricing structures and supporting rate

requests before the California Public Utilities

Commission (CPUC).

In 1993 I began my career with Southwest as

Specialist in the Rates Department. I was assigned
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responsibility for monitoring and participating in
California regulatory activity and reporting impacts to
Company management. In 1995 I was promoted to Senior
Specialist in the Regulatory Affairs department and
subsequently was promoted to Manager of the department in
1998. In addition to the day to day management of the
department, my responsibilities included the supervision
of regulatory filings to ensure timely and accurate
submittals and performing in the capacity of company
liaison with state regulatory agency and state consumer
advocate professionals.

In August 2002, I was transferred to the Pricing
and Tariffs Department and promoted to my current
position. I report to the Vice President/Pricing and am
responsible for the development of rate design and tariff
proposals for Southwest in association with proceedings

before Southwest’s various regulatory agencies.

Q. 4 Have vyou previously testified before any regulatory

commissions?

A. 4 Yes, I have submitted pre-filed testimony and testified

before the CPUC.

Q. b5 What is the purpose of your prepared rebuttal testimony

in this proceeding?

A. 5 My testimony responds to issues addressed in the prepared

direct testimonies of Mr. Joel M. Reilker and Mr. Robert
G. Gray from the Arizona Corporation Commission

(Commission) Utilities Division (Staff) and Mr. Rodney
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L. Moore from the Residential Utility Consumer Office
(RUCO) concerning post-acquisition rates and services.
Specifically, I am rebutting proposals to: (1) prohibit
Southwest from seeking future rate recovery of any
acquisition premium; (2) prohibit Southwest from seeking
recovery of any costs associated with the acquisition;
(3) require Southwest to make its books and records
concerning any unregulated activity available 1in the
Phoenix metropolitan area (4) adjust the margin, or
non-gas portion of rates, of newly-acquired Black
Mountain Gas Company (Black Mountain) natural gas
customers outside of a general rate case; (5) postpone
the Southwest/Black Mountain gas portfolio and Purchased
Gas Cost Adjustment Provision (PGA) consolidation for a
period of up to 18 months; and (6) require Southwest to
make a filing to begin offering the Page Division propane
customers service options that are currently available to
Southwest’s customers.

Please explain the difference between the terms
“acquisition premium” and “acquisition adjustment.”

An acquisition premium is very simply calculatéd as the
difference between an asset’s purchase price and book
value of the aséet (original value less depreciation).
Acquisition adjustment refers to the ratemaking treatment
of the acquisition premium. The determination of any
acquisition adjustment should take into account savings

and benefits associated with the transaction.
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Staff recommends that the Commission impose conditions
that would prohibit Southwest from seeking future rate
recovery of any acquisition premium or any costs
associéted with the acquisition. Is it appropriate for
the Commission to make a determination in this proceeding
on either of these issues?

No. Staff seems to have confused “acquisition premium”
with “acquisition adjustment” in its recommendation. The
determination of any acquisition adjustment should not be
prejudged before considering any savings and benefits
attributable to the acquisition. Such a determination
would be speculative at this time, and should be
postponed until Southwest has had an opportunity to
operate the Black Mountain propérty and determine
operational and administrative efficiencies resulting
from the acquisition. Similarly, it is inappropriate to
make a determination on the rate recovery of costs
associated with the acquisition without considering
efficiencies and customer benefits of the transaction.
When should the Commission consider the determination of
any acquisition adjustment or recovery of costs
associated with the acquisition?

Southwest’s next general rate case 1s the appropriate
venue to analyze and make a determination on these
issues. At that time, Southwest will have had the
opportunity to more fully determine and measure any

efficiency gains and customer benefits and will be in a

Form No. 155.0 (03/2001) Word —4 -




—_—

© © W N o g o~ N

position to propose ratemaking treatment.

9 Has the Commission previously ruled on this issue?
9 Yes. In Decision No. 60167, the Opinion and Order in
Southwest’s acquisition of Ajo Improvement Company (AIC),
the Commission stated, “Southwest Gas’ pending rate case,
where the effect on rate payers can be thoroughly
analyzed, 1is the proper forum for determining the
treatment of the acquisition adjustment.”
10 As a condition to the acquisition, Staff recommends the
following:
“SWG shall not use any utility plant or other
property, that is used or necessary for the
provision of utility service, for any
unregulated activity unless SWG maintains
appropriate books and records of account
detailing the nature of such unregulated
activity and providing appropriate allocations
between activities relating to SWG’'s provision
of utility service and the unregulated
activity. SWG’s books and records concerning
all unregulated activities shall be subject to
the Commission’s review and shall be made
available in the Phoenix metropolitan area or,
at the Commission’s request, where the records
are maintained, on ten days notice.”

Do you have any comments or concerns regarding this

proposed condition?

10 Yes. First of all, Southwest agrees with Staff regarding
the necessity of keeping appropriate books and records
detailing the activities of Southwest’s regulated and
unregulated operations; regardless of whether this 1is
made a condition of the acquisition, Southwest will
maintain and keep such records. Southwest also agrees
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with Staff that it has an obligation to provide the
Commission with the opportunity to review such books and
records. However, Southwest takes exception with the
Staff condition that, unless the Commission requests
otherwise, Southwest should have the obligation to make
the books and records available at a location different
from the normal business location for those records.

Upon request, Southwest routinely provides the
Staff copies of books and records and other company
materials when the reproduction of those materials is not
burdensome. When requested materials are voluminous, it
is common practice for the Staff to conduct their review
at the location where the materials are normally stored.
This “standard practice” should be sufficient for the
purpose of Staff reviewing Southwest’s regulated and
unregulated activities post acquisition.

Further, Staff’s proposed condition is inconsistent
with the language in Arizona Revised Statutes (A.R.S.)
§ 40-242, which contemplates that, unless the Commission
by order were to require otherwise, Southwest would not
have an obligation to make books and records available at
any location other than the normal business location for
such records. As a practical matter, Southwest has no
intention of awaiting a Commission order before making
books and records available whenever and wherever the
Commission designates, and Southwest never has. However,

in Southwest’s view, an order ought not to be issued in
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this proceeding which would effectively eviscerate what

is contemplated by the legislation.

REGULATED NATURAL GAS OPERATIONS (CAVE CREEK DIVISION)

Q. 11

Q. 12

Briefly summarize the proposal that Southwest made in its
filing for rates, charges and terms of conditions of
service for customers acquired in this acquisition.
Southwest’s rate transition plan for the Black Mountain
regulated natural gas customers contains three major
elements: (1) current Black Mountain non-gas volumetric
rates and customer charges would remain in effect until
rates are approved in Southwest’s next general rate case;
(2) Southwest’s miscellaneous charges and terms and
conditions of service would apply to the acquired
customers; and (3) the gas cost balancing account of
Southwest’s current customers and the gas cost balancing
account of the acquired customers would be combined and
Southwest’s gas cost rates would be applicable to the
acquired customers.

After considering the direct testimony in this
proceeding, does Southwest have any modifications to its
post-acquisition rate proposal?

Yes. To address the Staff’s concern regarding potential
customer confusion if certain components of rates are
adjusted and others are not adjusted, Southwest proposes
to serve the acquired customers at their existing rates
until Southwest adjusts rates in its next general rate

case. This would include the Black Mountain miscellaneous
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14

service charges. To the extent that Southwest offers a
service that Black Mountain does not offer and for which
Black Mountain does not have a charge, the acquired
customers would be subject to the Southwest charge for
that service. Under this proposal, there would be no rate

impact associated with the acquisition.

At the time of the monthly PGA Adjustment following
approval of the acquisition, Southwest would true-up the
gas costs of existing Southwest customers and the
acquired customers, freeze the PGA balance associated
with the acquired customers, and would begin making PGA
deferrals on a combined basis. Southwest would make a
filing with the Commission requesting approval to
establish a surcharge or surcredit to recover or refund
any balance in the Black Mountain PGA account to the
acquired customers.

Does Black Mountain currently employ a monthly gas cost
adjustment mechanism?

Yes, it does. Southwest’s rate transition proposal would
not introduce any concept with which Black Mountain
customers are not already familiar.

Staff claims that Black Mountain acquisition customers
would be inequitably burdened if Black Mountain rates are
not set equal to current Southwest rates at the time of
the Black Mountain dissolution; thereby leading to
customer complaints of inequitable treatment. What is

your opinion regarding this concern?
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The acquired Black Mountain customers rates will remain
stable; there will be no service degradation to Black
Mountain customers; and services not currently offered to
Black Mountain customers that are available to Southwest
customers will be made available to them. These are
examples of immediate benefits, not burdens, to the
affected customers. Black Mountain customers were made
aware of the acquisition plan filing through a direct
customer notice, and to the best of Southwest’s
knowledge, not one Black Mountain customer has raised an
issue with Southwest’s filing.

Moreover, the rates that Black Mountain customers
are currently paying, and would continue to pay under
Southwest’s proposal, have been deemed just and
reasonable by this Commission as recently as March 2001.

If, for any reason, the acquisition should not be
consummated, Black Mountain customers will not be
provided the opportunity to take advantage of expanded
services offered by Southwest.

Has Staff previously supported continuing the assessment
of an acquired entity’s existing rates in any prior
Southwest acquisition?

Yes. In its Report to the Commission in Docket Nos.
E-1025-96-473 and U-1551-96-473, the Southwest purchase
of the gas distribution assets of AIC, the Staff
recommended that Southwest charge the AIC customers AIC’s

current rates, including gas cost and purchased gas
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Q. 16

A. 16

Q. 17

A. 17

Q. 18

A, 18

Q. 19

A. 19

adjuster rates, until the disposition of Southwest’s next
general rate case.

Was the relative difference between Southwest rates and
AIC rates in the AIC purchase and between Southwest rates
and Black Mountain rates in the Black Mountain
acquisition similar?

Yes, the relative difference in rates in the two cases is
comparable: Southwest’s tariffed rate per therm was lower
than the AIC rate per therm and Southwest’s current rate
per therm is lower than the current Black Mountain rate.
Did Staff conclude in its Report on the AIC purchase that
AIC customers would be inequitably burdened, be likely to
complain of inequitable treatment, or be confused?

No. Staff reached no such conclusions, though
circumstances were similar.

Has Staff made a finding or assertion that the current
rates for Black Mountain customers are excessive or that
they have resulted in an over-earning of authorized
revenue?

Not that T am aware.

RUCO recommends that Southwest be required to file a rate
application within three years. Is Southwest opposed to
this recommendation?

No. Within that time frame, Southwest will gain
experience operating the acquired property and will be
able to gather the data necessary to perform the analyses

required for a rate case filing.
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REGULATED PROPANE OPERATIONS (PAGE DIVISION)

Q.

A,

20

20

21

21

Both Staff and RUCO approve of Southwest’s plan to
continue service to the Black Mountain propane division
under Black Mountain’s current rates and tariff
provisions until Southwest’s disposal of the property.
However, in the event Southwest does not effect a
disposal of the property within 18 months of the
Commission’s approval of the acquisition, Staff
recommends that Southwest be required to make a filing to
begin offering the Page Division propane customers
service options that are currently available to
Southwest’s customers. Does Southwest agree with this
recommendation?

No. As long as Southwest is actively working toward the
goal of marketing the propane property, there should not
be a requirement to make such a filing. In the event the
disposal of the propane property is not completed within
the twelve months contemplated 1in the Application,
Southwest will file a notice with the Commission that
provides the status of 1its efforts. Southwest suggests
that after review of the report, the Commission, at that
time, will 1likely be in a better position to determine
whether Southwest should expand the services currently
provided to the propane customers.

Does this conclude your prepared rebuttal testimony?

Yes, it does.

g-02-0425-gieseking-03.doc
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SERVICES PROVIDED TO OUR CUSTOMERSK,

Payment Options

Automatic Payment Plan (APP)
The Automatic Payment Plan allows you to pay your Southwest Gas bill
with an automatic withdrawal from your checking or savings account.

Equal Payment Plan (EPP)

The Equal Payment Plan allows you to proportion your residential gas bill
payments over a 12-month period.

Deferred Payment Plan
If a hardship is demonstrated and you have an outstanding bill, this plan

allows you to pay your bill over an extended period of time, at no
additional charge.

Agency Referrals
Our offices can refer you to a social service or government agency that
may be able to provide assistance with payment of your gas bill.

Home Banking

Home PC Banking is a means of paying paper bills directly from your
personal computer. Using PC programs like Quicken, Microsoft Money
and in some cases, a financial institution's software, a customer can build
a list and pay as many bills as they choose. Bank by Phone is similar to
Home PC Banking, except a customer calls a financial institution each

month to authorize payment of their bills. We process payments through
most "Home Banking" vendors.

E-Bill
E-Bill is an enhanced process of Home PC Banking. It combines the ability
to receive and pay a bill electronically, utilizing the Internet.

Page 1of 7
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» Gift Announcements

Gift Announcements can be used as a gift to help pay natural gas bills for

friends or family members and can be purchased at any Southwest Gas
business office.

*  Mail Payment
Southwest Gas provides a mailing envelope with the bill, which allows for
convenient mailing of payments to our office. The bill is perforated to

retain the billing information for the customers' records and a portion to
be mailed with the payment.

* Payment Extensions

If you anticipate a problem paying your monthly bill, typically payment
arrangements can be made to meet your needs.

* Payment Locations
In addition to the Southwest Gas payment offices, there are nearly 300
pay stations conveniently located throughout Arizona. Simply put in your
address on our Internet site and a map will direct you to the closest

locations. Additionally, all Southwest Gas payment offices are equipped
with after-hours night drop boxes.

Payments made to Southwest Gas can be made with check, cash and

credit card and are posted real-time to the specified account. Returned
item charges are $10.00.

* Summary Billing
Customers with multiple accounts have the option to have their bills

conveniently summarized each month. This allows for easier
manageability.

= Core Aggregation
Core Aggregation is a means by which a group of customers can
"aggregate” their gas usage and qualify as a transportation customer.
These customers can purchase their gas from another supplier and have

it transported by the Local Distribution Company (LDC) to their individual
accounts.
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» Contract Billing

Contract Billing automates the process of billing and maintaining Facilities

Extensions, Relocation, Billable Damages and Residential Amortization
contracts.

» Deposits
In most circumstances, we waive the security deposit for seniors,
preferred builders and homeowners. Should a deposit be retained on the

account, the interest rate on security deposits for our Arizona customers
is 6%.

Customer Services

* Landlord Agreement Program

This program provides an automated approach to revert natural gas
service into the landlord's name when tenants move out.

» Third-Party Notifications
Third-party notification allows a friend or relative to be notified in case
of a delinquent bill. While the third party is not responsible for the
billing, it can be helpful for the elderly and those that travel frequently.

* Hearing Impaired and Visually Impaired

Our call centers are equipped with TDD telecommunication equipment so
we can communicate with our hearing-impaired customers.

For our visually impaired customers, our service technicians can mark the
thermostat setting on home appliances with a special substance that
leaves raised marks at the desired setting.

Our field employees carry special identification cards with Braille

markings as a means of identification for those customers who are
visually impaired.

We can present the monthly gas bill in Braille. We have also increased

the type size for the DUE DATE and AMOUNT DUE on every customer’s
bill.
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» Language Bank/Language Line
To assist our non-English speaking customers, we have customer service
representatives available to translate in several different languages.
Additionally, we are affiliated with an agency that provides translations
to our customer representatives in over 150 languages and dialects.

» Referral Program
Our Energy Specialists can refer you to a reliable contractor or dealer
when an appliance needs to be repaired or replaced. The Energy
Specialists can also provide answers to your questions on a wide range of
subjects from natural gas appliances, programs for conversions and
rebates, to questions regarding conservation and the environment.

* Low-Income Assistance Programs

These programs provide a reduced residential rate to eligible Southwest
Gas customers.

=  After Hours Automated Account System (AHAAS)
Account information, payment extensions, payment options and pay
station locations can be obtained after our business offices close.

* Online Services
www.swgas.com provides convenient forms for utility services to be
initiated, transferred and disconnected. You can enroll in the Equal
Payment Plan (EPP) or obtain an Automatic Payment Plan (APP)
application, request appliance information, builder referrals, home
energy audits, and directional maps to our offices and pay stations.

Our Internet is current with our rates and tariffs, online self-service
meter read verifications, meter reading schedules, job openings, Annual
Report, company information and news releases.

* Energy Share
This program is an emergency fund that provides direct assistance to
qualified people with unexpected financial difficulties, such as the loss of
a job or a medical emergency. All Energy Share donations are managed
and distributed by The Salvation Army. One hundred percent of all
donations are used to help families and individuals in need. Our

Page 4 of 7
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customers can indicate the amount they would like to contribute each
month or make a one-time donation to the program.

» Customer Appreciation Week
Although we appreciate our customers every day, we make a dedicated
effort to reinforce the message each October during National Customer
Appreciation Week. While every office individualizes the celebration
week, communication is made with every customer to show appreciation.

» Cookbooks and promotions
On occasion, cookbooks promoting natural gas use are printed in
conjunction with local chefs in our service areas. The cookbooks are
available on our Internet site and in booklet form. Other promotions
have been done to introduce new programs and safety issues.

* Customer Satisfaction Surveys
To ensure our customers receive the best possible service, a monthly
Customer Satisfaction Survey is conducted by an outside, independent

company. Results are taken very seriously and looked at as a means of
service improvement.

= Consumer Education
We take pride in our communication efforts with our customers. We
have messages that print on the bill each month, bill inserts, direct
mailers, News To Use publications and safety awareness programs to
mention a few. Our work with the communities and education programs is
something we are tremendously proud of.

Field Services

= Customer Information Packets
Customers having their gas turned on are left with an information
package. In addition to welcoming them as a customer, the booklet
contains important safety information, customer service options, contact
information, payment information and other useful documentation.

Page 5 of 7
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» Field Collections and Delinquent Bills
Letters notifying customers of delinquent payment status are sent
automatically and for a $20.00 (plus tax) fee, our Arizona field

employees will accept payment of utility bills at the customer residence
or business location.

= Technology
ERT (Encoder, Receiver, and Transmitter) meters are being installed in

designated areas; this will provide accurate, electronic readings, safely
for our employees and convenient for our customers.

Field employees are in continual communication with our offices via our
Mobile Service applications. Should instructions on a service order
change, the message can be instantly relayed to our field personnel. This
is also important in an emergency situation.

Our construction departments are all equipped with the capability to
locate the underground facilities via our Maps-To-Field system.

* Appliance Safety Checks
Service orders are available to safety check natural gas appliances.

» Appliance Hook-ups
Service orders are available to hook-up most natural gas appliances.

* Customer Appointment Settings (CAS)
Our CAS system will allow our customer representatives to set an
appointment window or time for customer convenience.

» Meter Read Validation
We our extremely proud of our meter read error ratio. Should the
meter read require validation, a reread can be obtained. The Arizona
tariff authorizes a $10.00 fee; however, only in certain circumstances
would the fee be assessed to the customer.

Page 6 of 7
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Other Offerings

= Customer Support
Southwest Gas's Customer Relations Staff department supports our
Customer Assistance Representatives with training needs (technical and
customer relations), new programs and systems support. We have a large
staff of employees to assist customers in a timely manner. Our Intranet
system allows easy access to resources to assist the staff with
information pertinent and helpful fo meet our customers’ needs. Our
business offices are represented in the local communities and our
employees are dedicated to our Employee Volunteer Teams (EVT).

* Monthly Billing
Customers receive a monthly bill summarizing the usage, providing
important information, usage summary for the year, weather information,

next meter read date, and other information. Each regular bill presented
is due in 19 days.

Page 7 of 7
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10)
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12)
13)

Australia 61 2 9777 8600

MOODY’ S
Issuer Rating
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Senior Unsecured Debt
Preferred Stock
Short Term

STANDARD & POOR’S
LT Foreign Issuer Credit
LT Local Issuer Credit
ST Foreign Issuer Credit
ST Local Issuer Credit
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Senior Unsecured Debt
Preferred Stock
Equity Linked
Short Term

Xcel Energy Inc. Page 1/1
Baa3d  *-
Baad  *-
Baa3d *-
BaZ *—
NP

BBB *
RBB *
A-3 *
A-3 *
EBR+ *—
BB *—
BR+ *—
LR

Brazil 5511 3048 4500

Europe 44 20 7330 7500 Germany 49 62 9520410

Hong Kong 852 2977 6000 Jopon 81 3 3201 8900 Singapore 65 6212 1000 U.S. 1 212 318 2000 Copyright 2002 Bloomberg L.P.

ERloemberg

G693-639-0 21-Feb-03 14:14:47




Residential Customers
Average Residential Usage
Commercial Customers
Average Commercial Usage

Residential Summer Bill at 59 Therms
Less Gas Cost

Summer Margin/Customer/Month
Residential Summer Season Margin
Residential Winter Bill at 59 Therms
Less Gas Cost

Winter Margin/Customer/Month
Residential Winter Season Margin
Commercial Bill at 437 Therms

Less Gas Cost

Commercial Margin/Customer/Month

Commercial Annual Margin

Total Annual Margin Difference

Black Mountain Gas Cave Creek/Southwest Gas Corporatin
Margin Comparison

EXHIBIT

(NI 7770

7,560 (Gray, Page 2)
59 (RGG-3, Page 1)
211 (Gray, Page 2)
437 (RGG-3, Page 2)
BMG SWG Difference
72.73 63.43
29.94 29.94
42.79 33.49
$1,940,761 $1,518,913 $421,848
72.73 65.11
29.94 29.94
42.79 35.17
$1,940,761 $1,595,118 $345,643
505.06 403.73
217.56 217.56
287.50 186.17
$727,938 $471,370 $256,568
$1,024,059

.
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2100 N. Central, Ste. 210
P.O. Box 34805
Phoenix, AZ 85067

Tel: (602) 257-9200
Fax: (602) 254-4300

Email: info@auia.org
Web Site: www.auia.org
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BEFORE THE ARIZONA CORPORATION COMMISSION
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CHAIRMAN
JAMES M. IRVIN
COMMISSIONER
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COMMISSIONER
JEFF HATCH-MILLER
COMMISSIONER
MIKE GLEASON
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NOTICE OF FILING

Pursuant to the Procedural Order in this matter, the
ARIZONA UTILITY INVESTORS ASSOCIATION, INC. (AUIA)
hereby provides notice of filing the rebuttal testimony of Walter
W. Meek in the above-captioned proceeding.

Respectfully submitted, this 6th day of February, 2003.

(et d A

Walter W. Meek, President

CERTIFICATE OF SERVICE

An original and 13 copies

of the referenced testimony
were filed this 6thth day of
February, 2003, with:

Docket Control

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, AZ 85007

Copies of the referenced testimony
were delivered this 6™ day
of February, 2003, to:




Ernest Johnson, Esq., Utilities Division
Jane L. Rodda, Esq., Hearing Division
Lisa VandenBerg, Esq., Legal Division
Arizona Corporation Commission
1200 W. Washington Street
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A copy of the referenced testimony
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of February, 2003, to:

Andrew W. Bettwy, Esq.
Associate General Counsel
Southwest Gas Corporation
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John Reiber

Black Mountain Gas Company
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Cave Creek, AZ 85327

Timothy Berg, Esq.
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3003 N. Central Ave., Suite 2600
Phoenix, AZ 85012

Nicholas Enoch, Esq.
Lubin & Enoch
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Phoenix, AZ 85003

Scott S. Wakefield, Esq.
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1110 W. Washington, Suite 220
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REBUTTAL TESTIMONY
OF
WALTER W. MEEK

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Walter W. Meek. My business address is 2100 North Central
Avenue, Suite 210, Phoenix, Arizona 85004.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am the president of the Arizona Utility Investors Association ("AUIA" or
"Association"), a non-profit organization formed to represent the interests
of shareholders and bondholders who are invested in utility companies that

are based in or do business in the state of Arizona.

ARE SOME AUIA MEMBERS SHAREHOLDERS OF SOUTHWEST GAS
CORPORATION?
Yes. AUIA has approximately 6,000 members, including a number of

common shareholders of Southwest Gas Corporation (“Southwest”).

WHAT IS YOUR BACKGROUND IN REPRESENTING SHAREHOLDER
CONCERNS AND INTERESTS?

I have been president of AUIA for more than eight years. Prior to that, my
consulting firm managed the affairs of the Pinnacle West Shareholders
Association for 13 years. During this time we have represented
shareholders in numerous rate cases and other regulatory matters and
have published many position papers, newsletters and other documents in

support of shareholder interests.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?
I am here to represent the views of the equity owners of Southwest Gas
Corporation regarding its proposed purchase of Black Mountain Gas
Company (“BMG”). Specifically, my testimony will rebut certain positions
taken by Staff witnesses Joel M. Reiker and Robert G. Gray.
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HAVE YOU FILED TESTIMONY PREVIOUSLY IN THIS PROCEDING?

Yes, but AUIA has withdrawn my previously filed direct testimony in

response to procedural objections raised by Staff.

DOES AUIA SUPPORT SOUTHWEST’S MERGER PROPOSAL?
In general, yes. AUIA believes that this acquisition provides benefits to all

parties and is, therefore, in the public interest. We urge the Commission to

approve this transaction.

CAN YOU ELABORATE?

Of course.

In the first place, the BMG service area is poised for significant future
population growth and in that circumstance, we believe consumers there
will be better served ultimately by a larger gas provider...one that has a
major presence in the metropolitan area and in the state.

In addition, BMG customers will benefit eventually from lower Southwest
rates and from a combined natural gas portfolio and purchased gas bank
balance.

BMG ratepayers will also benefit from customer service programs and
some efficiencies that are not currently available to BMG as a stand-alone
business unit. Such programs include low-income rates, home
weatherization, free appliance connections and an equal payment plan.
Although the number of new customers is not large, this transaction also
provides Southwest with an opportunity to broaden its customer base

without significant initial outlays for new infrastructure.

DOES SOUTHWEST HAVE A SUPERIOR FINANCIAL PROFILE?
Not really. As Staff witness Reiker indicated, both Xcel Energy, the parent
of BMG, and Southwest have mediocre credit ratings from Standard &
Poor’s and Moody’s investors Service. In the eyes of the rating agencies,
Southwest suffers from high leverage, regulatory lag and growth
expenditure commitments, while Xcel suffers from excessive exposure to its
financially troubled unregulated energy marketing affiliate, NRG.
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However, as Mr. Reiker points out, this transaction could protect BMG
customers in the near term from continuing Xcel credit difficulties related to
NRG.

DO YOU HAVE A REACTION TO THE STAFF'S OVERALL POSITION?
Yes. AUIA agrees with Staff’s finding that the proposed merger is in the
public interest and its recommendation that the Commission should
approve the application. However, Staff recommends that the
Commssion’s approval be contingent on 14 conditions, and AUIA has
comments about five of them. The first three are sponsored by Mr. Reiker

and the last two are sponsored by Mr. Gray.

WHAT ABOUT CONDITION NO. 1?

The Staff would prohibit Southwest from ever seeking recovery of any
portion of the purchase price that is above book value. While it makes us
feel queasy to adopt conditions that reach into infinity, there is no question
that premiums are simply off the table today. AUIA accepts the premium
as a matter that is between shareholders and company management and

doesn’t object to this condition.

Q. CONDITION NO. 2?
A. This is a different matter. Staff intends to prohibit Southwest from

recovering any costs associated with the acquisition. Assuming that the
Commission finds this acquisition to be in the public interest, there is no
reason why acquisition costs should not be considered in a rate case where
the Commission can determine whether they were reasonable or not.

AUIA objects to this condition.

CONDITION NO. 3?

It is not inappropriate for Staff to require that Southwest’s quality of service

not diminish as a result of the acquisition. However, it is unclear whether

the standard to be applied is that experienced by Southwest’s current

customers or the BMG customer group. The bottom line is that all of

Southwest customers should receive the same standard of service and it
-3-
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should not deteriorate after this transaction is completed. AUIA has no

objection to a service condition that is applied uniformly.

CONDITION NO. 5?

This condition, sponsored by Mr. Gray, seems to be the most contentious
issue on the table.

Staff proposes that BMG customers begin paying Southwest’s lower margin
rates at the time BMG is dissolved as a corporation. Staff’s condition would
require the dissolution of BMG by July 1, 2004 or that a BMG rate case be
filed on that date.

Initially, Southwest indicated its intent to dissolve within about 12 months
after the purchase is completed. But Southwest prefers to postpone rate
adjustments until it has completed a general rate case and it may wish to
postpone BMG's dissolution until that time.

Staff seems intent on providing a monetary benefit to BMG customers to
support a finding that the transaction is in the public interest. However,
there are a number of elements that make up such a finding and immediate
rate gratification is not a requirement.

It is commonplace for a merged entity to wait a year or longer before filing
a rate case in order to get systems in place, create an operating record and
establish a test year. In the case of BMG, it would make no sense to conduct

a stand-alone rate case in 2004 apart from Southwest Gas.

WHAT ALTERNATIVE DO YOU SUGGEST FOR CONDITION NO. 5?
Because Southwest’s last rate case was based on a 1999 test year and the
company typically operates on a three-year cycle, it is reasonable to expect
Southwest to file an application for a general rate increase in 2004, based on
a 2003 test year. Therefore, a more reasonable condition would be to make
dissolution of BMG concurrent with the implementation of new rates and to

require Southwest to file a rate case before the end of 2004.

DO YOU HAVE COMMENTS ABOUT CONDITION NO. 6?

Here, the Staff proposes to combine the purchased gas adjustment (PGA)

mechanisms at the dissolution of BMG. Since this is not a rate matter, it is
_4-




O 00 NN U oW N

N N N N N N N N N P PR PR PR P s el
0 N U B W N PR, O OV 0NNy U W R, o

Q

appropriate to merge the PGAs when the acquisition is complete, as
Southwest suggests. We believe that could produce some immediate

benefit for BMG customers.

IS THAT THE EXTENT OF YOUR COMMENTS ON CONDITIONS?
Yes. ’

DO YOU HAVE ANY CONCLUDING REMARKS?

Yes. While we believe that this transaction is in the public interest and will
provide long-term benefits for Southwest and BMG customers, it should be
kept in perspective.

BMG currently serves about 7,000 customers. That is about 16 percent of
the annual growth Southwest experiences in Arizona. This acquisition is
not the pot of gold at the end of the rainbow.

Yet, Staff has proposed at least three conditions that have negative financial
consequences for Southwest, namely: Condition No. 1, prohibiting
recovery of any acquisition adjustment; No. 2, prohibiting recovery of any
acquisition costs; and No. 5, requiring the Company to install reduced rates
at BMG by the middle of next year or file an essentially useless rate case.

If the Commission believes that BMG’s customers will fare better in the
long run as customers of Southwest Gas, it should find this acquisition to be
in the public interest and it should hesitate to burden the transaction with
conditions that have marginal value but which could keep the merger from

taking place.

DOES THAT CONCLUDE YOUR TESTIMONY?

Yes, it does.
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Commissioner
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Commissioner
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Commissioner
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Commissioner

IN THE MATTER OF THE APPLICATION | DOCKET NO. G-01551A-02-0425
-8 | OF SOUTHWEST GAS CORPORATION . -
FOR APPROVAL OF ACQUISITION PLAN | REBUTTAL TESTIMONY OF
9 I AND, [F APPROPRIATE, WAIVER JOHN REIBER
SELECTED PROVISION OF THE
10 || _AFFILIATE RULES

11
12 | Q. Please state your name and business address.

13 { A My name is John Reiber. | am the President and CEO of Black Mountain Gas

14 Company (“Black Mountain”), a wholly-owned utility operating company subsidiary

15 of Xcel Energy Inc. ("Xcel Energy") My business address is 6021 E. Cave Creek

16 Road, Cave Creek Arizona, 85331.

17 | Q. Please state your educational background and business experience.

18 | A | graduated from Regis University in Denver, Colorado in 1988 with a Bachelor of

19 Science Degree in Business Administration.

20 From January 1974 to August 2000, | was employed by Public Service

21 Company of Colorado and then New Century Energies, Inc. ("NCE"), predecessor

22 companies to Xcel Energy. From August 2000 to March 2001, | was employed by

23 - Xcel Energy Services Inc., the "service company" in the Xcel Energy Inc. holding

24 company system. | held various positions of Apprentice Gas Fitter, Gas Fitter,

25 Technician, Senior Technician and Associate Engineer before being promoted to
1a 26 Engineering Supervisor, Denver Metro Division in 1984. From 1984 through

TION




IG

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

- 26

2001, | held various management positions including Gas Central Service
Utilization Manager, Gas Distribution Maintenance Manager, Gas Distribution
Emergency Services Manager and Director of Emergency Response and
Dispatch. In March 2001, | was named President and CEO of Black Mountain.
What is the purpose of your testimony? v
The pufpose of my testimony is to clarify one issue in Staff's pre-filed testimony
and to further Black Mountain's support for the propose'd acquisition by Southwest
Gas Corporation (“Southwest”) of the outstanding shares of Black Mountain from
Xcel Energy. |

Please describe Black Mountain's subsidiary relationship to Xcel Energy.

Black Mountain is the smallest utility subsidiary of Xcel Energy, and is somewhat
geographically remote from the other utility systems. (Public Service Company of
Colorado serves portions of Colorado, and Southwestern Public Service
Company provides electric service in eastern New Mexico.) Xcel Energy has
decided to sell Black Mountain to Southwest so it can focus on its "core" operating
companies. Southwest provides a good fit for the Black Mountain natural gas'
utility operation in Cave Creek because Southwest is geographically closer than
Minnesota; in fact, Southwest almost surrounds the Black Mountain natural gas
service area and Black Mountain purchases natural gas supply from Southwest.
Do you have an opinion as to whether the current customers of Black Mountain
would be served well by being customers of Southwest?

Yes, | do. Although, in my opinion, Black Mountain provides a safe, reliable
natural gas service at a reasonable cost, the reality is that there are several
programs conducted by Southwest that are not now available to Black Mountain
customers. It is my understanding that Black Mountain’s current customers in the

Cave Creek operating area would begin to enjoy the benefits of those programs
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immediately upon consummation of the stock purchase transaction. A description
of the programs is included in the pre-filed rebuttal testimony of Southwest.

Have you read the pre-filed testimony of the Commission Staff in this proceeding?.
Yes, | have.

What is Black Mountain’s reaction to Staff's pre-filed testimony?

I would like to clarify one issue identified in Staff's pre-filed testimony. In }the
testimony of Robert Miller on page 3, lines 10 to 14, Mr. M-i-lfer’s statement may
lead the reader to believe that the 2002 Code Compliance Audit requires BMG to
install approximately 34 emergency isolation valves prior to May 1, 2003. | agree
that a discussion occurred regarding the BMG Emergency Isolation Valve Plan.
Further, Mr. Miller was told that. approximately 34 additional valves may be
required to reduce the number of customers  affected during emergency
conditions. BMG did not, however, state that all valves required installation.
BMG had several valves in the distribution system that were categorized as
distribution valves. BMG has changed the categorization of some of the existing
distribution valves to emergency valves in concert with installation of other valves.
Additionally, the Code Compliance Audit did not specifically identify the
Emergency Valve Isolation Plan as a Probable Noncompliance item. However, |
BMG believes the Emergency Valve Isolation Plan will meet the requirements of
the ACC Office of Pipeline Safety by May 1, 2003.

Do you have an opinion regarding the impact of the proposed stock acquisition on
the current propane service customers of Black Mountain?

Yes. My understanding is that consummation of the stock purchase transaction
would have no discernible impact on the Page Division customers. It is my
understanding that the Page Division operations would continue “business as

usual” by Southwest. As reflected in Southwest's Application, Southwest intends




1 to market the Page Division properties immediately upon consummation of the
2 stdck purchase transaction. |t is further my understanding that, so long as the
3 Page -Division properties are owned by Southwest, the operations will be
4 conducted separately and the change in ownership is expected to be transparent
5 to current Black Mountain customers.
6 | Q. Do you have any further statements you would like to make in support of‘ the
7 proposed acquisition by Southwest of the outstandin‘g shares of Black Mountain?
g | A Yes. | want to reiterate Black Mountain’s support for the Commission’s prompt
9 approval of the proposed acquisition by Southwest of the outstanding shares of
10 Black Mountain so then benefits of the acquisition can be achievéd.
11 | Q Does that conclude your pre-filed testimony?

12 | A Yes, it does.

13
14
15
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